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NATIONAL POLICY AND ISSUES 


COMPREHENSIVE iNVESTIGATION OF ECONOMIC REFORM 
Beijing JINGJI YANJIU in Chinese 20 Nov 85 pp 3-18 


[Comprehensive Investigation Group of the Institute of Economic Structure 
Reform: “Reform: the Challenge and Choices We Face" dated October 1985-- 
passages within slantlines published in boldface and within double slantlines 
published in italic] 


[Text] In the period of the economic structural reform and the restructuring 
of our undertakings, the "transparency" of the operational system of our 
national economy has been greatly reduced. Many economic phenomena in the 
past few years which were not expected by our initial macroeconomic policy 
decision, prove that in the process of "changing the orbit," the operational 
mechanism of China's economy is more complicated than not only the traditional 
Soviet pattern, but also than the European and American mature market 
economies. Simplistically copying traditional methods or introducing 
macroeconomic targets from developed countries are far from being enough for 
us to exert effective macroeconomic control. If we cannot correctly know the 
laws of the operation of the microeconomy and if we rashly apply the macro- 
economic levers, then we will not be able to avoid blindness in ovr actions 
and it will be difficult for us to estimate the side effects of our actions. 
If we rely merely on macroeconomic readjustment policies without the active 
response of microeconomic organizations, it is also difficult for us to 
control the operation of our economic system. Therefore, deepening our 
positivist investigation and study and mastering the laws of the opera:ion of 
our actual economy are prerequisites for designing our macroeconomic policies 
and for continuing to develop the epistemology of the reform. 


This report has summed up some of the results of the investigation that the 
Chinese Economic Structural Reform Research Institute had made this year. It 
mainly contains the economic investigation of 429 enterprises in 27 cities, 2 
investigations on the "Social Psychological Response to Price Reform" (2,406 
and 2,060 questionnaires), the investigation on "Youths' Tendency in Choosing 
Occupations and Basic Attitude Toward Social Economic Life" (76,000 question- 
naires), and the investigation on the "Reform in Social Insurance System" 
(1,341 questionnaires). This report is an attempt to make summarized 
analysis, on the basis of those investigations and in the light of the overall 
situation in the whole country, of the reality and problems in the current 
economic reform and of some key strategic issues for further reform. 











I. Foundation for Deepening and Promoting the Reform 


1.1--Since 1979, we have made essential progress in carrying out the economic 
structural reform, of which the basic ideological line is to streamline our 
administration and decentralize power and the sirategic orientation is to form 
product markets and enliven our enterprises. We have scored marked achieve- 
ments in reforming our enterprise-distribution, plan-allocation and price- 
administration systems, and the regulation of the market mechani«m has already 
begun to show its important role in the operation of our economic system. 


1.2--The reform in the distribution system has intensified the motives of our 
enterprises in conducting their operation to earn profits. The average rate 
of retained profit for 1984 in the enterprises under the investigation was 
21.59 percent of their total realized profits. Their bonus payments accounted 
for 36.70 percent of their total retained profits. The correlation coeffi- 
cient between the rate of increase in these enterprises' retained profits 

and the rate of increase in their total profits was 0.57. The correlation 
coefficient between the rate of increase in per capita bonus payments and the 
rate of increase in their retained profits was 0.29. The interests of the 
enterprises and their staff and workers are closely related to the profits of 
the enterprises. The enterprises which have carried out thcir production for 
the fulfillment of plans for a long time have begun to heve a relative strong 
motive to earn profits. According to the statistics from 359 quest.onnaries 
answered by factory directors, among the 14 targets on the operation of 
enterprises, “raising economic results" is listed in first place and what 
follows is in the following order: “improving quality," "developing new 
products," “enterprise technological transformation," and "increasing 
profits." The "fulfillment of plans" ranks the llth and "quadrupling output 
value" ranks last. The above-mentioned order of priority for target indices 
has been proved by the actual indices of the operation of the enterprises: 
There have been notable correlations between the rates of increase in output 
value and in profits and between the rates of increase in investment and in 
profits (r equals 0.3249 for the former and 0.1393 for the latter). 


1.3--The reform in our plan allocation system has enabled our enterprises to 
begin to have some decisionmaking power over their operation. In 1984, 23.97 
percent of the production in the enterprises under investigation was under the 
plans. (This means that 23.97 percent of the total output value was created 
under mandatory plans.) The raw and processed materials were 73.16 percent 
provided by the plans. (This means that 73.16 percent of the total materials 
consumed were supplied under plans.) Their products were 57.42 percent sold 
under plans. (This means that planned ailocation of their products accounted 
for 57.42 percent of their total sales.) The rate of sales on their own to 
total sales was 32.81 percent. From last January to June, the portions of 
planned production and sales rebounded somewhat, but the portion of planned 
supplies of raw and processed materials continued to decline rapidly. The 
proportion of the major raw and processed materials that the enterprises 
acquired through exchanges and cooperation between one another and through 
purchases in the market in the total raw and processed materials consumed rose 











sharply from 26.8 percent to 43.8 percent, an increase of 17 percent in half a 
year. From the point of view of the distribution of our enterprises, in 1984, 
51 percent of the enterprises had acquired different degrees of decisionmaking 
power over their production, supply, and sales. In regard to their production 
plans, enterprises that must consider market demand accounted for 7/7 percent 
of the enterprises under investigation; those who relied on purchases in the 
market for their supplies of raw and processed materials accounted for 90 
percent; and those who sold their products on their own accounted for 9/7 
percent. 


1.4--The "double orbit" price system has played a marked positive role. The 
important functions of (cooperative) pricing and self-sale prices are that 
they can relatively accurately reflect the supply and demand relations in the 
market and regulate the operational activities of the enterprises through 
marginal effect. Take steel for example, for the enterprises that produced or 
consumed steel, su long as a portion of their products could be sold at market 
prices, or so long as a portion of their steel had to be purchased at market 
prices, each ton more steel an enterprise produced or each ton less steel an 
enterprise consumed meant that the enterprises could get an increment of 
income calculated at the market price or reduce a portion of its expense 
calculated at the market prices. An investigation in 12 medium-sized iron and 
steel works proves that as long as the rate of sales conducted by the 
enterprises on their own exceeds a certain limit, the marginal effect is 
tremendously great. 


Table 1. Rates of Self-Sales and Output Increase in the 12 Works 


Unit: Percent 

















Average Rate of Output Average Rate of 
Number of Rate of Rate of 
Enterprises Self-Sales Self-Sales Increase Out put-Increase 
6 0-7.8 2.96 -10.98-5.80 -9.32 
6 10.0-34.0 18.78 2.30-69.73 14.38 
12 -- 11.00 -- 5.20 


The prices of the "double orbit system" have provided a great incentive for 
conservation. In 1984, the amount consumed per 10,000 yuan of steel output in 
300 steel-consuming enterprises dropped 18 percent. 


1.5--The market began to play a vigorous restrictive role over the production, 
supply, and sales of our enterprises. The expansion of the decisionmaking 
power of the enterprises meant that they were forced to rely on market demand 
in realizin,; their objectives of earning profits. The correlation coefficient 
between the rate of increase in output value and the rate of increase in sales 
in the enterprises under the investigation was as high as 0.74. Often the 
enterprises and trades that developed most quickly were precisely those whose 
products sold the best. 











1.6--Hungarian economist Janos Kornai regards the ratio of an enterprise's 
stock of input to its stock of output as the most important comprehensive 
index (which we shorten as "Kornai Index"). It can be used to measure the 
various degrees of the role of the regulation of the market mechanism in 
economic systems ranging from the resources-restricted sellers’ market economy 
to the supply-restricted buyers’ market economy. 


Table 2. Some Countries’ "Kornai Indexes" 














Buyers’ Market Economy Years Kornai Index 
Austria 1972-1977 1.5 
Sweden 1968-1972 0.70-0.74 
United States 1960-1977 0.94-1.16 

Sellers' Market Economy Years Kernai Index 
USSR 1960-1977 9.2-12.3 
Poland 1975 10.3 
Hungary 1971-1980 7.26-8.52 


Sources of information: Kornai "Double Dependence of State-Owned 
Enterprises," 1985 No 10 issue of JINGJI YANJIU. 


The "Kornai Index" of the enterprises under our investigation was 4.5 for 
1983, 4.4 for 1984, and 3.9 for the first 6 months of this year. The relative 
reduction in the stock of input and the relative increase in the stock of 
output in these enterprises indicated that the enterprises as buyers had 
greater room to take the initiative to make choices, but that as sellers, they 
were restricted by market demand. All the serveral different methods of 
calculation have proved that the degree of the role of the regulation of the 
market mechanism has greatly changed in China at present. Moreover, as the 
reform develops, the initiative position of enterprises as buyers is rising 
while their position of monopoly as sellers is weakening. 


1.7--The introduction of the regulation of the market mechanism has made the 
masses of people undergo training in commodity economic life and has won 
universal support. The second survey was carried out only one-half year after 
the first one, but the percentage of those who chose rigid control by the 
state dropped sharply. Since the price of nonstaple food was unleashed, 
peopie have undergone training in market life for a short time. As a result, 
fair numbers of them have switched from adopting a negative to adopting a 
positive attitude toward price management. 








Table 3. The Choices of the Masses of People of the Schemes of Price 
Management 








Unit: percentage 
Schemes Feb 1985 Jul 1985 
1. All prices are fixed by state 
and strictly controlled 61.8 34.7 
2. Ail prices are unleashed and 
determined by the market 5.9 6.7 
3. Prices of some goods are 
unleashed and those of the 
others are contolled 30.8 58.2 


1.8--In the investigation on the “Social Psychological Response to Price 
Reform" in last February, we found that among the 11 factors that affect the 
masses’ evaluation of the reform, the “evaluation of the change in living 
standards" (a subjective index) ranked first, but the “per capita family 
income level" (an objective index) ranks last. There was no notable correla- 
tion between the two indexes. The conception of people on the question of 
whether their living standard is improved is in fact not clearly linked with 
the level of their actual income. This interesting phenomenon shows that 

in a sellers' market where people cannot get what they want even though they 
have money, consumption is not a direct function of income and the level of 
income is not equal to the actual living standard. It is far from adequate to 
regard a price index that contains many prices imposed by plans and do not 
reflect actuai supply-and-demand relations simplistically as a macroeconomic 
index for controlling inflation. On the contrary, in the process of orbit 
switching, what has the most direct psychological impact on the masses of 
people is the prices of the things that they can buy with their money and the 
actual improvement of their living standard. ‘The second survey in July once 
more proved the above tentative idea. The prices of nonstaple food are 
closely related to the standard of living of the masses of people. When the 
wage reform has not yet been comprehensively accepted after those price 
reforms that posed the greatest risk had been implemented, 73.4 percent of al! 
people still felt that their standard of living “improved greatly" or 
"improved a little” (11.1 percent less than last February). Was this because 
of the income and subsidies? The conclusion was the contrary. A summary of 
the evaluation shows that the highest marks were scored for “market 
enlivened," "things being expensive but available," and "supplies of various 
kinds of nonstaple food being abundant," and that the lowest mark was scored 


under the heading of "state subsidies being adequate." Almost no one agrees 
to this idea. Obviously, the "dominant position of consumers" has been 
heightened. This was a fundamental reason why this price reform could have 
made progress of a breakthrough nature with a relatively low social 
psychological cost. It proves from another angle that the direction of the 
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change oi the “Kornai Index" conforms to the interests and desires of the 
masses of people. 


1.9--What is particularly worth mentioning is that the results of another 
questionnaire investigation are heartening and show that the masses of people 
support and understand the reform. 

Table 4. Degree of the Masses’ Understanding of the Reform 


Unit: percentage 


Entirely + 





Entirely + Relatively 
Relatively Disagree + 
Question Agree Unsure 
1. As long as the reform measures are good 
for our social and economic development, 
they must be adopted even if there may 
be relatively great risk to people's 
living standards. 78.3 21.7 
2. The current reform has caused some 
confusion, but it is better than eating 
out of the same bi;; pot. 77.8 22.2 
3. As long as a person is really competent, 
he will never suffer losses after the 
reform. 80.7 19.3 
4. As long as the reform can bring good 
results, we do not mind a temporary 
reduction in our living standard. 75.3 24.7 


1.10--We can say with fuli confidence that the reform in the past few years 
has scored very great achievements. The operational mechanism of ovr economic 
system has begun to switch from the orbit of fulfilling the plan to tha’: of 
satisfying market demand and supplies are conscientiously responding to 
demand. The stimulus of the development of production has begun to switch 
from the simplistic pursuance of output, output value, or growth rate to a 
pursuance of proftis and volume of sales. The introduction of the regulation 
of the market mechanism, the change in the composition of the objectives of 
enterprise management, and the constraints of market demand on enterpcises 
have all caused the economic activities of our enterprises to deviate to a 
certain extent from the previous orbit of the control pattern. 


The economic reform has made progress and thus provided favorable conditions 
for deepening the reform and achieving a transition from a product market to 
a means of production market and thus provided an orbit of operation that 
follows the regulation of the market mechanism. At the same time, it has 








strengthened the objective foundation for the government's positive interven- 
tion in economic life. The task that we are faced with today is neither to 
put our national economy back into the orbit of the old pattern in a 
Procrustean manner, nor to begin the reform again with another set of measures 
disregarding the tremendous breakthroughs that the reform has already 
achieved. Starting from dealing with actual economic problems and steadfastly 
pushing the reform forward on the basis of the achievements that the reform 
has already scored should be the basic starting point in judging and 
evaluating the economic situation. 


II. New Challenge That the Reform Faces 


2.1--On the basis of the basic understanding that the direction of our 
economic system has begun to be restricted by market demand, the tendencies, 
problems, and microeconomic mechanism of consumption and investment have 
already become the focus of the research in this report. After having 
achieved initial results in carrying out the reform in the past few years, the 
overexpansion of consumption funds and the investment thirst have already 
become grim challenges that we cannot avoid in developing our economy and 
carrying out our structural reform. In theory, this is a general malady that 
is apt to emerge in economic reform in a socialist country and is, therefore, 
a frontier topic of research of international level. It marks the beginning 
of a new stage in China's economic structural reform. 


/A. The Overexpansion of Consumption Demand/ 
//Structural Wage Increase// 


2.2--"More pay for more work done" is a reasonable demand by our laborers. 
However, it has alwevs been impossible to accurately measure and compare the 
difference between labor of different quality. As labor cannot move, this 
forces the reform which is aimed at stimulating the production initiative of 
the producers to link wages, which should be determined by supply-an’-demand 
relations in the market, with enterprise profits. We should not underestimate 
the impact of this reform in urging enterprises to earn profits. However, the 
economic results of an enterprise's operation is objectively determined by the 
combination of a variety of production factors. The planned distribution of 
production factors which we have implemented for a long time has given rise to 
extremely unequal conditions for the operation of Chinese enterprises. Take 
fixed assets alone as an example: in the enterprises under our investigation 
maximum per capita fixed-asset value was 200 times greater than the minimum. 
The major index that indicates the production initiative of laborers--labor 
productivity--not only could not correctly reflect the quality and amount of 
different labor, but basically also had nothing to do with the change in 
profits. 
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Chart 2. Distribution of the Increase in Labor Productivity and the Increase 
in Profits in the Enterprises Under Investigation (1984) 


In the 56 enterprises where the rate of increase in profits was below -15 
percent, labor productivity rose by over 10 percent on average; while in the 
43 enterprises where the rate of increase in profits exceeded 120 percent, 
there was a negative average rate of increase in labor productivity. 
Obviously, in such cases, it was not wise to link labor remuneration with 
results (profits). 


2.3--Logically, stressing distribution according to labor and “more pay for 
more work done" means negating the idea that wages should be linked with 
economic results which are the consequence of a series of unequal conditions. 
Strictly speaking, cutting off the relationship between wages and results 
conforms to economic laws. However, because labor cannot move, and because 
there is no competition in labor supply and no choice in labor demand, the 
reasonable requirement for equal pay for an equal amount of labor cannot be 
accurately evaluated through the relationship between supply and demand. In 
reality, this requirement can only be reflected by the distorted mechanism of 
"competing with one another in paying greater remuneration." After the taxi 
companies in Beijing reformed their distribution system, the busdrivers there 
asked to be transferred to taxi companies. The bus companies did not want 
them to be transferred and had to raise the busdrivers' wage level to that of 
taxi drivers. Whether we admit it or not, in fact wages have already been 
determined by the relationship between supply and demand--if drivers can 








participate in the competition for the jobs in taxi companies, the wages of 
taxi drivers will not be maintained at such a high level; and if busdrivers 
could be recruited in the society, the bus companies did not need to grant any 
wage increase totally unrelated to economic results. 


2.4--Our country's product market has initially taken shape, but the means of 
production market has not yet begun to grow up. There are great obstacles to 
the movement of means of production and many of the barriers in our systems 
are almost unsurmountable. Once the prices of products are unleashed, the 
means of production cannot move in accordance with changes in remuneration. 
This will inevitably lead to a structural increase in the prices of goods. 
This mechanism has already been realized by many comrades. However, people 
have always failed to pay adequate attention to structural wage increases. 
The fact that lies behind the mechanism of “competing with one another in 
paying higher wages" which was explained as a psychological characteristic, 
is that as we have reformed our distribution system and unleashed some of our 
wage management, because of the lack of the necessary elasticity of our 
employment system, wage increases caused by local improvement of economic 
results have induced an all-round increase in the general level of wages 
through the transmission of a peculiar relationship between supply and demand 
which is characterized by enterprises being not able to dismiss or recruit 
workers. The unleashing of the prices of other products also tends to induce 
a rise in the general price level, but as we reform our planned allocation 
system and as we expand the decisionmaking power of our enterprises over their 
supply, production, and marketing, after all the means of production can 
realize a recombination through their movement and thus increase the supply of 
the goods in short supply and play a satisfactory role in constraining the 
sustained rise in the general price level. Because we have failed to reform 
the planned allocation system of labor since wages were partially unleashed, 
there has not been an appropriate mechanism to control the all-round rise in 
the general wage level. 


2.5--Since the structural wage increase is the consequence of the operation of 
the objectively existing economic mechanism, naturally, there is sympathy for 
the practice of "competing to pay higher wages," it is understood and it is 
given tacit consent by the staff and workers of enterprises, factory 
directors, local governments and even the banking, taxation, auditing, and 
other administration departments. If we rely merely on the command-style 
control of wages, perhaps the results will be out of proportion with the 
management costs incurred, in particular the social psychological costs. In 
fact, no matter how ingeniously the calculation formulas and the schemes of 
links are designed, they will not be carried out to the letter. According to 
the figures collected in 429 enterprises, in 1984 alone, these enterprises 
increased through "negotiation" the share of their retained profits from 19.36 
to 21.59 percent, thus pushing the proportion of bonus payments in their 
retained profits up from 25.43 to 36.70 percent. Despite the wide difference 
between the various operational conditions such as profits and labor 
productivity in various enterprises, the (gi-ni) coefficient [jini xishu 1015 
1441 4762 2422] of the per capita retained profits in the enterprises, which 
was only 0.208 in 1983, dropped further to 0.182 in 1984. Undoubtedly, the 
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mechanism of "competing to pay higher wages" has played a tremendous role in 
this. The above was only what the accounts revealed. There were other 
payments that were not recorded in the accounts. According to our rough 
investigation, in order to pay more bonuses and provide more fringe benefits, 
our enterprises have adopted a large variety of methods to deal with wage 
control. At present, there are over 40 methods, including setting up labor 
service companies and subordinate companies in order to overstate expense and 
get cash, debiting personal expenditure to administration expense accounts and 
thus overstating costs, making transferences through the bank accounts of 
collective enterprises, omitting the sales of products that the enterprises 
have sold on their own, issuing shares to staff and workers to pay dividends 
to them, and increasing the payments of untaxable bonuses. According to our 
rough calculation, the payments not recorded in the accounts alone totaled 
about 20 billion yuan in the whole country. 


//Covert Expansion of Consumption Funds// 


2.6--What China is implementing is a three-in-one planned labor-management 
system that covers employment, benefits, and social insurance. The redistri- 
bution of its national income must be done once and for all in the link of 
employment. As a result, social benefits and insurance expenses naturally 
constitute a part of total labor costs. Therefore, an expansion of wage 
consumption funds is inevitably accompanied by a sharp increase in various 
kinds of benfits. From 1978 to 1984, withdrawals from banks all over our 
country for wage payments rose an average of 11 percent each year. State 
price subsidies rose 36 percent each year (from 1978 to 1983) and labor 
insurance and benefit expenses rose 21 percent each year. In 1984, the whole 
country paid about 60 billion yuan of various benefits and subsidies for its 
urban staff and workers, an amount equal to 66 percent of total wages. From 
1978 to 1983, the per capita national income created by urban staff and 
workers rose 9.28 percent, but the per capita cash and noncash income rose 100 
percent in that period. If this covert expansion of our consumption funds is 
taken into account, China's wage costs will account for 13 percent of total 
cost, similar to Japan. 


2.7--At the end of 1984, the balance of the purchasing power of our country's 
urban and rural residents was about 200 billion yuan, an amount that equaled 
60 percent of the cash income of these residents or 36 percent of the national 
income. This year, the consumption demand is expected to rise 80 billion 
yuan. The irreversible trend of the expansion of consumption expenditure that 
accounts for about 80 percent of our national income has already constituted a 
great threat to our reform, development, and social stability; therefore, we 
must attach great importance to it and conscientiously deal with it. 


‘Expansion of Investment in Consumption and Lightening of Industrial Structure! 


2.8--During the 7th 5-Year Plan, several hundred billion yuan in investment 
tasks will lay a foundation for the reinvigoration of our national economy in 
the future. In 1984, the extra-budgetary investment in fixed assets already 
accounted for 80 percent of the total social investment in fixed assets. 
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Continuing to increase the percentage of retained profits for our enterprises, 
allowing our enterprises greater decisionmaking power over their investment 
and reducing the investment included in the state budget and the actual 
implementation of the policy of “switching from allocating to lending funds" 
are a set orientation for our reform. The extra-budgetary investment whichs 
increasingly restricted by market demand will become the principal] part of our 
expanded reproduction and the fulfillment of the readjustment of our 
industria] structure in the future. The structure of the distribution of 
resources that will take shape from this investment will to a very great 
extent determine whether we will be able to reinvigorate our national economy 
in an all-round manner after 1990. 


//Expansion of Consumption-Oriented Investment // 


2.9--The expansion of investment at present is characterized by the expansion 
of consumption-oriented investment and a relative shortage of production- 
oriented accumulation. By the end of last August, nonproduction investment 
accounted for 42.43 percent of the total capital construction investment of 
our country in the 6th 5-Year Plan period. At present, it has already become 
a common practice to divert the funds for technological transformation to 
residential housing construction. Even if we regard all the technological 
transformation and reserve funds as production accumulation, during the first 
4 years of the 6th 5-Year Plan period, the rate of accumulation of a produc- 
tion nature dropped from to 24.41 percent from the 29.18 percent in the 

5th 5-Year Plan period. It is estimated that by the end of this year 
production-oriented capital construction completed will increase 6.4 percent 
over the 5th 5-Year Plan period, but nonproduction capital construction 
completed will rise 128.76 percent. The increment of nonproduction investment 
will account for 87.75 percent of the total investment increment in capital 
construction. According to the statistics of 19 cities, from 1983 to the 
first half of 1985, nonproduction investment always accounted for about 60 
percent of the total investment. Of the nonproduction investment, 70 percent 
was investment in residential housing construction. From 1982 to 1984, the 
accumulated investment in residential housing in the whole society accounted 
for 28 percent of the total investment of the whole society. 


2.10--Nonproduction investment and residential housing investment are markedly 
characterized by rapid increases and rigidity. From 1978 to 1985, the average 
annual rate of increase in total social investment was 9.9 percent. That in 
nonproduction investment was 15.3 percent, that in residential housing invest- 
ment was 11.3 percent and that in production investment was 6.6 percent. In 

a rigid employment system where employment, benfits, and social insurance are 
combined in one, residential housing investment has a rigidity similar to the 
"rigidity of wages." In 1981 and 1982, there was a reduction in investment. 
The nonproduction investment then accounted for 43.0 and 45.5 percent of the 
total amount of investment, respectively. In 1983 and 1984, there was an 
expansion of investment during which nonproduction investment then dropped to 
41.7 and 40.3 percent, respectively. In the first half of this year, there 
was again a reduction, with the proportion of nonproduction investment in 
total investment again rising to 42.5 pecent. During the past few years, 
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state macroeconomic policies have had the least impact on residential housing 
construction, which has always maintained a stable high growth rate. The 
greater the reduction of total investment, the greater the percentage of 
nonproduction investment in total investment. If this trend is allowed to 
continue for a long time, the long-term development of our national economy 
will certainly encounter trouble because of the shortage of production- 
oriented accumulation. 


//Danger of the Softening of Bank Restrictions// 


2.11--Under the condition of the rigid increase of consumption-oriented 
investment, if we want to ensure the necessary of production-oriented 
accumulation, we will inevitably cause an overexpansion of the total scale of 
investment. The investment-thirst syndrome in a traditional sense continues 
to be a serious threat on our economic development and on the relaxation of 
our investment control. 


2.12--According to a generally accepted idea, the cause for the investment- 
thirst syndrome is the practice of keeping no economic accounts and eating out 
of the big pot. However, we should point out that the investment overexpan- 
sion today is greatly different from the several instances of financial 
overexpansion in history. It is taking place while the restriction of 
financial budgets to our enterprises is gradually hardening. Even today our 
enterprises do not really shoulder sole responsibility for their profits and 
losses. We have not yet thoroughly reformed our enterprise cadre system and 
therefore the people who made decisions on investment will only enjoy merit if 
the investment is a success and brings about progress and profits, but will 
suffer nothing if the investment proves to be a failure. Therefore, factory 
directors have no fear of bankruptcy and workers have no fear of unemployment. 
This continues to be a logical cause of the overexpansion of investment. 
However, as the reform develops, the restriction of our enterprises has, after 
all, been hardening. Except for key projects, the era of scrambling for 
allocation of funds and materials and goods has finally begun to pass away. 
After all, repaying loans is different from borrowing loans. As long as an 
investnent decisionmaker is not at the end of his rope, he is at least under 
the pressure of the necessity to pay bonuses to the staff and workers. This 
series of changes normally should at least to some extent ease the investment 
thirst. How are we to explain the emergence of another fierce rush for 
investment for which ihere has not been any clear sign of decline? 


2.13--There are two questions directly reiated to the overexpansion of 
investment: 1) who is conducting the overexpansion; and 2) who is supporting 
the overexpansion. Today, the latter question is more important than the 
former. What is worth being highly vigilant against is that along with the 
substitution of taxes for profit delivery, while the financial restriction on 
our enterprises is being strengthened, the restriction of bank loans is being 
softened. The fierce expansion of investment in 1984 obviously did not have 
nothing to do with the loans that our banks took the initiative to offer our 
enterprises. Since the all-round reduction of investment, the expansion of 
our bank system has continued to have great impact on the long-standing 
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difficulty of actually reducing the scale of investment. In 1984, the 
investment in fixed assets that "as made by domestic loans all over our 
country rose 47.3 percent over 1983. From January to August ihis year, on the 
basis of the rapid increase last year, it further rose 129.8 percent, a rate 
of increase 2.6-fold the rate of increase of the investment in fixed assets 
with self-raised funds (49.6 percent). In 1983, loans accounted for 18.7 and 
29.3 percent of extra-budgetary capital construction and transformation, 
respectively, but these percentages rose sharply to 20.5 and 35 percent 
respectively in 1984, and then to 26.5 and 44.3 percent, respectively, in the 
first half of this year. The all-round tightening of credit has resulted in a 
readjustment in the composition of bank loans. According to a summing up of 
the bank data of 18 cities, in 1983 loans for fixed assets accounted for 6.3 
percent of total loans, but at the end of June 1984, this percentage rose to 
6.8 percent, and by the end of 1984, it rose to 7.7 percent; by the end of 
last June it further rose to 8.9 percent. 


At present, the investment in fixed assets for which the enterprises under 
investigation have used bank loans accounts for as high as 31.84 percent of 
their total investment. Loans for the investment of township and town 
enterprises have also risen by a similar percentage. 


2.14--In the investigation under the heading of the "management restrictive 
factors" for factory directors, “shortage of funds" ranks second among the 16 
factors under choice. In the investigation under the heading of "choice of 
sources of funds," the comprehensive mark for “borrowing from banks" ranks 
first among eight choices. It ranks first without exception in the 14 sub- 
divided groups, such as publically owned enterprises, collective enterprises, 
rural and small town enterprises, enterprises under the jurisdiction of 
ministries, provincial enterprises, city enterprises, county enterprises, 
district enterprises, small town enterprises, ultralarge enterprises, large 
enterprises, medium-sized enterprises, small medium-sized enterprises, and 
small enterprises. This situation, on the one hand, shows that the reform has 
hardened financial restriction and makes banks the major suppliers of funds; 
and, on the other hand, it also gives us some uncertain hints and raises the 
question of why our enterprises regard all cther seven possible sources of 
funds including "asking for allocation of funds from the upper levels" as 
sources that are inferior to “borrowing from banks." The statistics about 
“overdue loans" and loans that “cannot be repaid" prove that there have been 
signs of the softening of the restriction of our hanks--a sector which was the 
"hardest" section in China. 


Table 5. Softening of Bank Credit Restriction 


Jun Dec Jun Dec Jun 
1983 1983 1984 1984 1985 
Unrepayable/Overdue Loans 24.26 36.93 41.90 47.66 51.80 


2.15--The softening of bank restriction is even more dangerous than the 
overexpansiop of financial investment. In the financial tray, an expansion of 
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accumulation necessarily means a reduction in consumption. Our banks however 
have boundless capacity in supplying funds and thus are able to realize a high 
degr:e of accumulation while there is an overexpansion of consumption. At 
present, it has already become a general rule for our enterprises to use their 
own funds for their bonus payments and fringe benefits and to use bank loans 
for development. Most of the retained profits that our enterprises have drawn 
from what would originally have been delivered to finance have been spent for 
consumption. This has given rise to an overheating of demand in our invest- 
ment environment. The shortage of production-oriented accumulation and the 
fine investment prospects have brought abovt great pressure on the supply of 
funds by our banks, both from the spheres of macro- and microeconomic policy 
decisions. This has forced our banks to provide loans and then forced the 
central bank to issue currency. It seems that this is forming a certain kind 
of new economic mechanism. Under this situation, for every enterprise, the 
supply of bank loans can ensure the needs for both livelihood and production. 
For every bank at the basic level, the economic results of each loan may be 
fairly good. However, microeconomic rationality does not mean macroeconomic 
rationality. While every microeconomic action pleases all people, the 
softening of bank control will finally result in an all-round inflation 
characterized by oversupply of money. 


2.16--The lesson gained by Yugoslavia was that as the policy of enterprises 
shouldering sole responsibility for their profits and losses in terms of 
financial targets was implemented, the consumption of the funds in the hands 
of the enterprises grew first, tnen the accumulation of the investment with 
bank loans grew next and then the increase of currency issuance closely 
followed suit. Compared with 1970, personal consumption in 1976 rose 273 
percent, collective consumption rose 330 percent, investment in fixed assets 
rose 290 percent, and the rate of accumulation was as high as 40 percent. The 
price it paid for satisfying both the needs of production and livelihood was 
foreign debts and inflation. This was precisely what finance could not do. 


//"Small Old Trees": The Scale of the Unit of Investment Becomes Small// 


2.17--The overexpansion of the general scale of investment was only one aspect 
of the problem. As the share of retained profits for our enterprises 
increases, and as the power over investment is transferred downward, while the 
total amount of investment increases, the problem of the scale of unit 
investment being too small, a problem neglected by the people, will seriously 
emerge and he taken into our agenda in making policy decisions. 


2.18--In the account of extra-budgetary funds of 23 cities in 1984, enter- 
prises and responsible departments accounted for 76 percent of the income and 
89 percent of the expenditure. The direction of the reform is intensifying 
rather than weakening this trend. Because 98 percent of the enterprises in 
our country are small ones, the reduction of financial accumulation and the 
increase in the funds in the hands of our enterprises directly mean that 
construction funds are dispersed and the accumulation funds in the hands of 
each unit become small in amount. Large- and medium-sized enterprises 
accounted for 57 percent of the enterprises under our investigation, a 
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percentage much higher than the national average. The average retained profit 
was only 1.53 million yuan, of which over 500,000 yuan was producticr develop- 
ment funds. After deduction of the retained profits of large- and mediun- 
sized enterprises, the average scale of retained profits for small enterprises 
was only 260,000 yuan, of which less than 100,000 yuan was production develop- 
ment funds. 


2.19--China's capital market is not fully developed. There is a shortage of 
funds available for loans, social division of labor is underdeveloped, and the 
mechanism of the combination and merger of enterprises has not yet developed. 
The dispersion of funds will inevitably lead to a dispersion of the use of 
funds. A summing up of the statistics about 10 cities shows that of the 3,212 
projects of capital corstruction in 1984, only 5.5 percent were projects with 
over 10 million yuan of investment, 52.0 percent were small projects with an 
investment below 500,000 yuan and the average investment was only 237,000 
yuan. The average investment of the projects with less than 10 million yuan 
in investment was only 1.18 million yuan. 


All the above statistics were collected from the state-owned sector. If the 
investment made by collectives, townships, towns, and individuals, which 
accounted for 35 percent of the total scale of social investment in fixed 
assets in 1984, were also taken into the calculation, the problem would be 
even more outstanding. By the end of 1984, the average fixed assets at cost 
value in our rural and small town enterprises was 35,000 yuan, less than 0.5 
percent of the average of state-owned enterprises. 


2.20--The reduction of the scale of the unit of investment seriously restricts 
economic results. In the period when Japan enjoyed a high growth rate, the 
investment by its people gave rise to the establishment of the biggest iron 
and stee] works, chemical plants, shipyards, and automobile plants in the 
world at that time. Generally speaking, the large-scale investment induced by 
an economic boom and expanding (batch) production and the unit of investment 
are two aspects of the same thing. The reality in our country today is an 
overexpansion of total investment scale and the excessively small size of unit 
investment. Take projects with the greatest investment enthusiasm, for 
example. The smallest rational scale of a washing machine plant is an annual 
output of 200,000 washing machines, but in 1984, only 9 of the more than 130 
washing machine plants in the whole country reached this scale. There were 
more than 110 refrigerator plants in the whole country, but the average 
capacity was only some 4,600 refrigerators a year, much lower than the 
rational scale. At present, there are more than 100 automobile plants in the 
whole country, nearly everywhere except for Xizang and Ningxia. The average 
scale is some 2,000 automobiles a year. Those that conform to the require- 
ments of the economy scale are the few whose investment was made by the state. 


2.21--The excessively small scale of the unit of investment is a direct 
challenge to the train of thought in the current reform. The emergence of 
over 1,000 "self-inclusive" blast furnaces has sounded an alarm that we should 
by no means ignore: 
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First, we have had great success in our price reform. The implementation of 
the “double-orbit system" of the prices of rolled steel reflects with relative 
objectivity the supply and demand relations in our market. This has caused 
our resources to redistribute according to the orientation of market demand. 


Second, even if our price reform has succeeded, even if the decisionmaking 
pover of our enterprises has been expanded and even if we have the means, such 
as interest subsidies provided by government finance, to support the develop- 
ment of industry, it is impossible to rely on the basis of the universal and 
scattered development of “small old trees" for the reinvigoration of our 
national economy. 


/ "Short-Term, Cheap Projects with Quick Results:" Moving Toward a Greater 
Emphasis on Smaller Scale Projects/ / 


2.22--Among the investments of a production nature, the investment of extra- 
budgetary funds is clearly characterized by the pursuit of short-term economic 
results. 


Since 1978, our country has decided to adopt a policy of developing the 
production of consumer goods. This has played an important positive role in 
bringing about a turn for the better in our economic situation and the 
stability of our society. However, there has not yet been any precedent 
whether a big country can make its economy prosper by relying on a (light) 
industrial structure. At present, on the one hand, the expansion of 
consumption demands is giving impetus to the development of production and 
investment related to durable consumer goods; but, on the other hand, the 
small] size of unit investment caused by the decentralization of investment 
functions has given rise to a relative shortage in the investment in our heavy 
and chemical industries whose technology has a relatively little elasticity. 
The tightening of credit and the difficulty in raising funds has not only 
caused the size of investment to become even smaller but also further forced 
investors to pursue short-term results. "Short, cheap projects with quick 
results" has become a general principle in selecting investment projects at 
present. This is a new problem that is unfavorable to our long-term 
development. 


The problem is seriovs because there is a vigorous trend for investment 
structure to become increasingly light and there is no sign of improvement in 
this trend. At present, the structure of China's industrial investment is 
greatly different from the average investment structure of per capita national 
income of the United States, Japan, France, Britain, and the FRG, the average 
structural variance being 22.56 percent. In 1965, Japan's output value of 
chemical and metallurgical industries accounted for 30 percent of its total 
industrial output value and the investment in these two industries still 
accounted for 26 percent of its total industrial investment. In 1984, the two 
industries accounted for 20 percent of China's industrial output value and 

the investment in them accounted for only 20 percent of China's total invest- 
ment, thus we can see that there has been a trend toward enlargement of this 
structural difference. 
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2.23--As investment is dispersed, the increase in ordinary investment greatly 
exceeds the increase in investment in the key construction sectors, such as 
the energy and communications sectors. From January to June 1985, the 
proportion of the investment completed in our energy industry in our total 
investment dropped to 19.7 percent from the 23.8 percent in the same period 
last year and that of the investment completed in our transport, post, and 
telecommunication sector in our total investment dropped to 13.9 percent from 
the 15.1 percent in the same period last year. During the 6th 5-Year Plan 
period, the newly added production capacity in our railway, highway steel, and 
power-generating sectors was to a different extent less than that in the 5th 
5-Year Plan period. This caused the development of raw materials industry 
fail to meet the demand of our economic development. In the first half of 
1985, our gross industrial output value rose 23.1 percent. Calculating on 

the basis of the consumption coefficient of industrial output value to 
metallurgical industrial output value (which averaged 0.084 from 1980 to 1984} 
and calculating on the basis of the return to investment in metallurgical 
industry (0.66), the corresponding investment in our metallurgical industry 
should have been 10.4 billion yuan, but the actual investment in this industry 
in that period was only 3,384,000,000 yuan. The relative shortage in the 
investment in our metallurgical industry will undoubtedly delay the effort to 
put an end to the passive situation in the past few years whereby we relied on 
imports to maintain the developmert of our domestic industries. 


2.24--Only 15 percent of the production equipment in our country's 
metallurgical industry is of the 1970's, 70 percent is of the 1950's and 
"}60's and 15 percent is still of the 1930's and 1940's. The task of 
investment in our energy and communications industries is even heavier. As 
the reform further develops and as the retained profits of our enterprises 
continue to increase (this at the same time means a reduction in the share for 
the state finance), the functions of investment will certainly be increasingly 
dispersed and undertaken by extra-budgetary funds. According to the marked 
characteristic of the current extra-budgetary investment in pursuing short- 
term profits, we can foretell that at the appropriate time the trend of making 
the structure of our industry lighter will certainly seriously hinder the 
taking off of our national economy. 


III. Alternatives of Reform Orientation 
/A. Difficulties, Opportunities/ 


3.1--During the 7th 5-Year Plan period, we have to undertake the three major 
strategic tasks of reform, development, and improving the people's living 
standard. Continuing to streamline our administration and decentralizing 
power as envisaged by the reform, we are faced with several dilemmas: 1) The 
problem of the “immediate emergence of overexpansion after the relaxation of 
control" which is a contradiction between reform and economic stability. An 
enterprise cannot be really enlivened if it has no decisionmaking power over 
its internal distribution and expanded reproduction. There is no appropriate 
mechanism to weaken the mechanism of "competing for high speed of develop- 
ment,” therefore, the expansion of consumption will inevitably induce new 
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excessive growth and a rush of investment. At the same time, the lack of 
impetus for production accumulation may force bank restriction to soften and 
thus cause an inflation characterized by alternate rises in consumption and 
accumulation. 2) There is a contradiction between reform ari the readjustment 
of the composition of our undertakings. The adoption of different stimulatory 
policies for different industries, areas, and enterprises is the major element 
of the practice of adopting economic regulatory means to readjust the composi- 
tion of our undertakings. The consequence of the role of the mechanism of 
"competing for high speed of development" is that any local stimulatory policy 
may quickly cause an all--round consumption e.pansion. As a result, there is 
very little maneuvering room for macroeconomic policies and we must undergo 
the risk of an imbalance in total quantities in the implementation of many 
structural policies. 3) There is a contradiction between the reform and our 
lorg-term economic development. The final orientation of the reform is to 
trasfer the functions of investment down to the enterprises who shoulder sole 
responsibility for their profits and losses. But the small size of the unit 
of investment, the overexpansion of nonproduction investment and the trend of 
production structure becoming lighter which will be caused by the decentrali- 
zation of investment power run to various degrees against the goal of our 
long-term economic development. This will make it difficult to continue to 
carry out the reform of streamlining administration and decentralizing power 
in an all-round manner. 


3.2--In choosing the orientation of the reform, we should not only fully 
utilize the possibility provided by the reform that has already been carried 
out, but should also be able to provide greater room of choice for reform in 
the future. This requires us to look for and utilize new opportunities in the 
new challenge we are faced with in order to pursue sustained progress of the 
reform. The overexpansion of consumption funds and investment has added 
difficulties to the streamlining of administration and the decentralization of 
power according to the original concept. From another point of view, the "two 
overexpansions” have provided certain opportunities in another sense for the 
deepening of reform. The longing for higher income, the intensification of 
the mentality of competing with one another, and also the past few years of 
the training of market economic life have greatly enhanced the desire of the 
mass of people to move to and choose new jobs. It is hard for this desire to 
take shape under the system of eating out of the same big pot. The attitude 
of people toward employment has switched from avoiding risk and pursuing 
security to pursuing opportunities and preferring risk. The investment thirst 
and the small size of investment have urged our enterprises to develop new 
means to raise funds and widen the channels of funds available for loans, has 
enhanced the desire of our enterprises to carry out joint ventures with one 
another, and thus has provided favorable conditions for the emergence of a 
fund market, the reform of our banking system, and the realization of the 
reorganization of industries through the organizational function of positive 
government intervention. The new dilemmas and opportunities tell us that the 
reform has already entered a new stage and is faced with new choices. 


3.3--The challenge that we will face in the 7th 5-Year Plan will be very 
grim. Before we are able to thoroughly control the mechanism of the two 
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overexpansions, for the safety of the reform, we must resolutely implement 
without the least hesitation, certain "remedial" measures which though of a 
defensive nature, are the choice under the circumstances of there being no 
other choice. However, because laying too much stress on administrative means 
of control cannot radically solve the problems related to the mechanism, the 
lifeless deadlock will not be maintained for a long time. The problem lies in 
the machinery of the operation of the microeconomic system; therefore, there 
will, on the contrary, be relatively great risk of “losing the whole game by a 
careless move" if we rashly switch from mandatory administrative control to 
the application of direct economic means. Moreover, there are, after all, 
very limited means of macroeconomic control in the West which are based on the 
precondition of a complete market economy. The wage reform which is the most 
difficult link of reform in our country and other socialist countries is 
precisely what is missing in the system of Western means of macroeconom'c 
control. Therefore, resolutely and prudently deepening our microeconomic 
reform while strengthening the macroeconomic administrative control over the 
total amount of wages and volume of credit must be a correct choice. 


3.4--The prerequisite mechanism that can really control the overexpansion of 
consumption funds is the unemployment of staff and workers; while the 
prerequisite mechanism that can thoroughly cure the investment thirst is the 
bankruptcy of enterprises. Squarely facing the grim challenge, deepening our 
market, switching our reform from a product market characterized mainly by a 
price reform to a deeper level of the reform in labor and fund markets, and at 
the same time supplementing the above by a readjustment of our consumption 
policies and industrial organizatioral policies is the reform orientation that 
we can choose in the 7th 5-Year Pian period. 


/B. The Decision To Introduce the Regulation of Market Mechanism Over Wages/ 


3.5--The all-round rise of the general wage level caused by the mechanism of 
wage competition is a judgment made by life experience. An abstract discus- 
sion of wage levels is meaningless. The reality in China is the coexistence 
of a large-scale structural “on-the-job unemployment" in our cities and a 
large amount of surplus labor in ovr rural areas. Cheap labor is itself a 
major advantage for the reinvigoration of China's industry. The overexpansion 
of consumption funds under the system of rigid employment has precisely 

turned this advantage into a disadvantage. Both from the point of view of 

the current situation and from the point of view of economic reinvigoration ir 
the future, the sustained high level of and the continuous rise in labor costs 
are very unfavorable. Giving fuli play to the advantage of "boundless labor 
supply" which Eastern European countries do not have in carrying out their 
reform, prudently and gradually breaking the system barriers to the movement 
of labor, allowing labor to move between sectors of different ownership and 
between urbar and rural areas, and allowing surplus labor to enter the 
competition for employment is the choice to achieve a mechanism to radically 
control the overexpansion of consumption funds and the sustained rise in the 
general wage level. 
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3.6--Not only can the emergence of a labor market and the movement of labor 
directly control the rise of wages through the employment competition caused 
by the increase of labor supply, but it can also lower people's self-evalua- 
tion and expectation for income and thus indirectly control the rise in 

wages through weakening the mentality of rising expectations. No matter what 
employment system we adopt, there will always be a mentality of rising 
expectations but under the conditions of labor being not able to move, most 
people cannot pursue any jobs other than those they already have, not because 
of lack of ability but because of lack of opportunity. This has greatly 
heightened the mentality of rising expectations. 


fhe mentality of rising expectations is social as well as economic. Under a 
rigid employment system, there are rare opportunities for movement (vertical 
movement) in jobs, movement that can change people's social status. This has 
given rise to an extremely strong desire for social status among the masses of 
people and other social demands, such as the demand for giving play to one's 
strong points and satisfying one's interests. An investigation of the job 
evaluation and choices among our youths proves that our youths’ job choices 
are mainly based on social status rather than economic status. They have a 
strong desire to improve their social status and satisfy their personal social 
demands. The results of the investigation show that the order of the choices 
of jobs is highly and notably correlated with the order of the social evalua- 
tion of jobs (A equals 0.9727) and is not correlated with the order of the 
evaluation of the economic status of jobs. Among those under the investiga- 
tion, 62.6 percent have expressed their "desire to have decent jobs even if 
the income is not very high"; 85.5 percent have expressed the idea that "I 
only hope that my job meets my interest"; and 95.5 percent have expressed the 
view that "I only care whether I can give full play to my ability in my job." 
The social job demand is so great that we are able to fully utilize the 
mentality of social upward mobility to weaken the mentality of economic upward 
mobility. Many peasants and individual households are longing for the oppor- 
tunities to give up their relatively high income and enter the social stratum 
of earning fixed wages. What is the reason for this? Their social desire is 
greater than their economic desire. The unleashing and softening of the 
employment system will provide these people with the opportunities to take 
jobs with relatively low income and relatively high social status and will 
facilitate reducing the mentality of economic upward mobility of the existing 
employees. 


3.7--The rigidity in China's employment system originates from the duplication 
of social benefits and social insurance. The simultaneous operation and 
interaction of the three systems of supplying commodity food grain for 
employees, social benefits, such as free medical services, and social 
insurance, such as retirement pensions and unemployment insurance, make 
employment the only means to attain the social benefits and social insurance 
goals of the state. This has given rise to a series of ration distribution 
mechanisms and caused the enlargement of the scale of employment to become a 
heavy financial burden on the state. Now, in reverse, it has become a serious 
barrier to the movement of labor. 
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3.8--The combination of employment, benefits, and insurance has resulted in 
people confirming the latter and doubting and negating the former two. The 
investigation entitled "Social Psychological Response to the Reform in the 
Social Insurance System" shows that 74.5 percent of the people under 
investigation support the pension system, while 50.8 and 50.5 percent of them, 
respectively, adopt the attitude of doubting and negating unemployment 
insurance and free medical services. The masses' judgment conforms to common 
sense. The reform achievements in the past few years have enabled the masses 
of people to make a progress that is unexpected for us in their understanding 
of many major issues that are related to their immediate interests. 


Table 6. Trend of Movement of Urban Staff and Workers 


Unit: Percent 


Question Willing Unwilling 











Change job 48.2 24.1 


Change the unit 
that one works in 50.2 23.5 


Choose jobs freely 
without fear of 
possible unemployment 51.2 48.0 


Our youths, who account for 60 percent of the employed population, even less 
appreciate the current employment system and 61 percent of them are willing to 
undergo the risk of unemployment and independently and freely choose their 
jobs. 


At the same time, factory directors also have a strong demand for movement of 
labor. Among the 16 factors that restrict their management, they regard the 
"shortage of personnel" as the greatest restrictive factor, put “improper 
labor and personnel system" before the “supply of raw and processed materials 
and put "shortage of funds" in third place. 


3.9--According to our investigation, the social risk of dismissing workers is 
not so dreadful as we imagined at first. The key to the question of whether 
we can realize the movement of labor is the establishment of a safe employment 
social insurance system. We have asked the question: Should the redundant 
employees be dismissed under the conditions of "guaranteeing the minimum 
living standard of the staff and workers and their relatives" when a factory 
that needs 1,000 employees is now employing 1,200 employees? Affirmative 
answers accounted for 71.8 percent, negative only 28.2 percent. To the 
question of what one would do if one were dismissed, only 16.5 percent of the 
people under investigation chose the answer of going to the leading groups to 
solve their problems, 5.8 percent chose the answer of taking unemployment 
relief, while as many as 64.3 perent chose the answer of looking for another 
job and 13.3 percent chose the answer of becoming individual traders. 
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Protection during unemployment is a necessary guarantee for the movement of 
labor. At present, 48.2 percent of the people already uphold the establish- 
ment of an insurance system with premiums paid jointly by enterprises and 
their employees, 26.6 percent hold that as long as the income is high when one 
is employed, one can support oneself when one is unemployed, while 24.7 
percent hold that state relief is necessary when one is unemployed. 


3.10--Another important judgment related to the risk of dismissing employees 
is that after the unleashing of labor movement, what will first take place is 
not the reduction of the general scale of employment. What will first take 
place will very possibly be a structural readjustment of the employment of 
labor that is very favorable for the readjustment of our industrial structure 
and for the improvement of our economic results. We have made an investiga- 
tion about our factory directors’ "impetus to dismiss employees." Among the 
16 factors that restrict enterprise management, in spite of factory directors' 
great demand for labor movement, the issues related to cutting down the number 
of employees, such as "excessive number of redundant employees," "staff and 
workers not keeping their minds on their work," "being unable to recruit 
qualified workers," and "the number of retired employees being too large," 
respectively rank 12th, 14th, 15th, and 16th. Under the assumption that 
factory directors have decisionmaking power over personnel affairs, the ratio 
of the number of staff and workers that the 359 factory directors want to 
dismiss to the number that they want to employ in addition to the existing 
work force is 1:1.2, the increase being greater than the reduction. This will 
result in a readjustment in the structure of the employment of labor. 


3.11--The reality now is that a labor market is quickly taking shape indepen- 
dent of peoples' will. The large volume of the movement of scientific and 
technological workers on the basis of "suspending pay while reserving job 
recovery rights" has already made an extremely great and psychological change 
in peoples' views on employment. Many enterprises have also been recruiting 
large numbers of contract workers, temporary workers, and even casual laborers 
from peasants under the condition of undertaking no insurance obligation while 
laying off some state-employed staff and workers. Objectively, the reform in 
the systems of employment, social benefits, and social insurance has been 
placed on the order of the day. 


3.12--In short, during the 7th 5-Year Plan period, we can consider the issue 
of creating conditions for labor movement and gradually enabling a labor 
market with competition to take shape while strengthening control over the 
total amount of wages. In doing so, we should take into consideration 
differences in age (our investigation shows that this is very important as the 
attitude of people varies greatly as their age varies), professions, posts, 
the nature of ownership, the level of employment in different trades, and the 
organization of labor. We should regard as the core the establishment of an 
unemployment insurance system, regard recognizing the existing fringe benefits 
and switching from granting covert subsidies to granting overt subsidies as 
the major elements of the reform, and thus separate social welfare and social 
insurance from employment. We can even consider prudently guiding in a 
planned manner the entry of some peasants into urban areas in order to enliven 
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employment competition in our labor market while refraining from relaxing our 
control over residence registry. 


Of course, we cannot really and completely eliminate the overexpansion of 
consumption funds if we rely merely on the establishment of a labor market. 
But undoubtedly, removing the barriers to the movement of labor can be 
regarced as a drastic measure in restraining the mechanism of rising expecta- 
tions. At least, separating employment from social benefits and social 
insurance will play a role in curbing covert expansion of consumption and in 
curbing the expansion of consumption-oriented investment. Labor movement wil] 
not only be able to exercise a curb on the mechanism of consumption-oriented 
expansion funds, but will also facilitate strengthening enterprise administra- 
tion and management and invigorating enterprises and will in addition be able 
to improve our employment structure and promote the readjustment of our indus- 
trial structure. What we should particularly be pointed out is that this 
will effectively correct a major shortcoming of our reform, namely, so far the 
reform has only brought new risk and losses to the masses of the people (such 
as price and wage fluctuations), but has not brought them corresponding new 
opportunities (such as the possibility of making efforts to find jobs with 
better pay or social status). Therefore, the opening of a labor market will 
facilitate heightening the masses' level of satisfaction with and support for 
the reform instead of the contrary. 


/C. Push Forward the Reform in Our Banking System and Perfect Investment 
Mechanism/ 


3.13--Perfecting the investment mechanism involves many problems, such as 
those related to fund supply, placement of funds, and the principal body of 
investment. Strengthening our restriction to the funds in the hands of our 
enterprises, curing the investment thirst, improving economies of scale in our 
investment and production, and speeding up the readjustment of our industrial 
structure all need a developed means of funds available for loans and demands 
a profound reform in our banking system. In order to foster a new type of 
investment entities with relatively great foresight and strength while 
reforming the investment mechanism with governments as the investment 
entities, it is necessary to foster a mechanism for the growth of groups of 
enterprises. In order to attain this goal, relying merely on "unleashing" is 
not adequate. Straightening out our investment mechanism in an all-round 
manner by combining reform and control in several spheres is one of the 
directions we can choose to strive toward. 


//The “Double Orbit System" of the Reform in Our Banking System// 


3.14--Establishing a dual-level bank system should be based on the practice of 
turning basic-level banks into enterprises. Now our banks undertake all the 
economic and social functions related to currency circulation including state 
finance and taxation, paying wages for administrative institutions, social 
relief, and national defense expenditure. Pending the consideration of the 
division of these functions, logically, turning basic-level banks into enter- 
prises is at least conditioned by making our industrial and commercial 
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enterprises shoulder sole responsibility for their profits and losses. 
Furthermore, under the circumstances of our country's banks performing the 
functions of supervising and managing the finances of most of our enterprises, 
rashly turning our banks into enterprises may give rise to an all-round 
decontrol of our enterprises and to the malpractice of banks taking the lead 
in conducting speculation and giving bribes and exploiting their power (the 
power of monopoly over fund supply) to pursue their private ends. 


3.15--While we are hesitating in carrying out a reform in our banking system, 
a new sector of "nongovernment credit" has suddenly emerged, particularly this 
year under the deflationary environment. The activities of this sector cover 
both the raising and placing of short-term and long-term funds and are 
diversified in forms. The major aspects of the activities are: 1) Short-term 
placement of funds. The findings in the enterprises under investigation show 
that at present, commercial credit between our enterprises has already become 
a major factor in supporting economic activities in our country. In 1984, the 
scale of commercial credit was equal to 35 percent of the volume of bank loans 
for floating funds. This year, it has risen to 42 percent and accounted for 
about 20 percent of the sources for the floating funds in our industrial 
enterprises. This portion of credit activities has made up for the shortage 
of floating funds for our enterprises, to a certain extent performed the 
function of extra-budgetary quasi-currency, and has constituted an important 
support for our economic growth this year, and one which is not rigid in spite 
of the strict control. 2) The activities to raise medium- and long-term 
funds. During the past year, the practice of local governments raising funds 
to carry out joint-venture projects between enterprises of very different 
nature, enterprises raising funds within their own operation, and the raising 
of social funds has developed very vigorously. In some areas where the 
economy is relatively developed, the value of the construction conducted with 
funds raised by the above-mentioned means has exceeded 50 percent of the 
volume of bank loans. In the multiple choice questionnaire on sources of 
funds among factory directors, “raising funds within the enterprises" ranks 
second among eight choices, next only to "bank loans" ("raising funds from the 
community" ranks sixth). 3) Mutual-aid financial organizations. In the rural 
areas in Jiangsu Province, "management service companies" have already 
switched from the previous business area of providing pre- and post-production 
services to that of providing services related to the placement of funds. 
These companies become the pillars in placing funds among township and town 
enterprises. Some textile enterprises in Shanghai Municipality and 14 
companies in Shekou Industrial District have each set up fund placement 
centers which perform the function of banks inside enterprise groups. 

4) Local development investment companies. The above-mentioned financial 
organizations and forms of fund placement are characterized by flexible 
management, and by participants undergoing risk on their own and having many 
choices. Their development will only reduce the degree of reliance of our 
enterprises on the state, promote the division of labor of banking service, 
and diversify the variety of banking assets and the forms to raise funds, but 
also provide greater room for choice in the reform of our entire banking 
system. 
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//Strengthen Mandatory Control Over Total Volume of Credit// 


3.16--Carrying out a reform in our banking system by starting from helping 
develop the nongovernment credit sector is a concept for a relatively feasible 
reform with relatively small risk. Realizing this concept depends on 
strengthening the restriction of our banks, giving away a piece of the market 
from the large and unified banking system and following a path similar to the 
"double-orbit system" related to means of production. The “double-orbit 
system" in our banking system is move difficult to implement than the "double- 
orbit system" related to means of production. What is most important is that 
if we fail to appropriately strengthen the restriction of our banks, 
nongovernment credit activities will very possibly become a new channel for 
credit expansion and even provide opportunity for some enterprises or 
individuals to utilize bank loans to earn profits for their own gain. At the 
same time, the boundless expansion of bank loans will make it difficult to 
eliminate the universally existing mentality of enterprises being subordinate 
to governments at various levels and will also make it difficult for the 
nongovernment credit sector to get its market share. Therefore, we must 
intensify administrative control over the financial activities of state banks. 
Depending on the development of the implementation of the deflatory policies 
this year, so long as we can persist in exercising mandatory control, we will 
be able to hold one sector tight and thus avoid the malpractices that may 
emerge when bank loans are linked with nongovernment credit activities. At 
the same time, so long as nongovernment credit activities can develop, the 
practice of seeking uniformity in our banks will not bring too great harm to 
our economic development. Through this banking reform which allows one sector 
to grow and the other to be reduced in scale, "double-orbit prices of funds" 
that reflect the supply and demand relations of funds will take shape. At the 
same time, we will try to apply a variety of indirect macroeconomic means of 
control and thus create conditions for the reform of our bank system. 


//Carry Out Reform Related to Enterprise Bankruptcy// 


3.17--According to an investigation on the only four cases of enterprise 
bankruptcy in the whole country, we hold that first of all the problem whether 
our enterprise can go into bankruptcy is not the question of who is bankrupt 
in terms of ownership, or the question of how we are to deal with the debts 
and fixed assets. The greatest difficulty is how we are to deal with the 
benefits and insurance enjoyed by the employees of the bankrupt enterprises. 
The reform in our social insurance system and the realization of protection 
during unemployment can provide a precondition for the reform of enterprise 
bankruptcy. 


According to our investigation, at present there has been a certain foundation 
of mass support for the implementation of the reform related to enterprise 
bankruptcy. 
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Table 7. The Attitude of Masses Toward Enterprise Bankruptcy 





Question Answer Percent 
What do you taink should The state undertakes all the 
be done if enterprises are consequence and assigns new 
allowed to go bankrupt? jobs. 50.3 


State pays living expenses 
and staff and workers look 
for jobs on their own 
(including become self- 


employed individual traders). 49.7 
What will you do if the Look for job on your own. 51.8 
enterprise you work in 
goes bankrupt? Find ways to become an 

individual trader. 35.0 


Rely on leadership in 
solving job problem. 10.0 


Can do nothing but receive 
relief from the state. 3.0 


Staff and worker understanding of bankruptcy and their actual choices of the 
possible ways out are all unexpectedly clear. As the reform in our social 
insurance system develops, the rapid implementation of the reform related to 
enterprise bankruptcy will no longer be an unrealistic idea. 


//Pay Attention to the Horizontal Restriction of Our Enterprises// 


3.18--There are three restrictions to our enterprises in terms of funds: 
financial restriction, bank restriction, and the horizontal restriction 
between enterprises and between enterprises and society or individuals. Among 
these three restrictions, as the substitution of taxes for profit delivery is 
carried out, the financial restriction tends to harden, there is a danger of 
the softening of bank restriction, and the horizontal restriction to our 
enterprises is the hardest. Whether an enterprise can borrow money from 

other enterprises or individuals is not determined by its ability to persuade 
and scramble in the traditional system, but is determined by its reputation 
and strength. Moreover, the money borrowed must be repaid and there is no way 
to repudiate the debt. Moreover, we must pay attention to helping develop 
horizontal relations between enterprises. In a marginal sense this will have 
a positive impact in effectively (hardening) restrictions on our enterprises 
and changing the behavior of our enterprises. In this sense, we can say that 
the "double-orbit" reform in our banking system under the deflatory environ- 
ment also plays an important role in helping harden restrictions on our 
enterprises. 
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//Help Form Enterprise Groups// 


The foundamental problem related to the investment structure at present is 
that our enterprises lack concern and impetus for their long-term development. 
Besides the necessity to further promote the reform in the systems in our 
enterprises and to improve their behavior, the excessive dispersion of 
investment funds constitutes an objective obstacle to achieving economies of 
scale and emphasizing larger scale industrial structures. Therefore, the 
reform in the organizational structure of our enterprises and in particular 
the positive intervention by our government in this process is another 
important task in perfecting the investment mechanism in the 7th 5-Year Plan 
period. 


The experiences gained by developed countries has proved that as long as 
antimonopoly measures are appropriately applied, the formation of enterprise 
groups can vigorously promote economic development. The highly concentrated 
enterprise groups in Japan form the core in promoting technological progress 
and foreign trade as well as the principal force in implementing the govern- 
ment's structural policy and development plans. One of the major tasks in our 
country's reform for a period to come is to form, through measures that 
promote horizontal links between enterprises, entities of investment and tech- 
nological progress that have both strength and foresight, and to form new 
types of enterprise groups that not only make large-scale investment and 
promote the specialized division of labor among enterprises, but also 
facilitate the “window guidance" of the government. 


3.20--We really have conditions favorable for helping form enterprise groups. 
The intensification of the restriction of market demand has already made our 
enterprises feel an urgent need for combination. The results of our investi- 
gation among factory directors on "combination tendency" show that 88 percent 
of the enterprises are willing to form certain combinations, with other 
enterprises, and that 45 percent of them are willing to form joint-venture 
enterprises with joint capital or merge with other enterprises. 


In our real life, there are many factors that will help form enterprise 
groups. For example: the mutual aids related to funds between enterprises 
may cause medium-sized and small enterprises to form combines and thus give 
rise to a group of "small old trees" with their internal banks as the cores; 
dividing a large enterprise into small accounting units will enable it to 
thrust its feelers deep into all levels and directions of our economy and thus 
promote horizontal economic cooperation; the economic efforts of our enter- 
prises to control their costs and the quality of the products they process and 
to ensure the supply of their raw and processed materials and the sales of 
their products will cause systematic combinations between enterprises to 
widely develop, and so on. In this sense, the "double-orbit" reform in our 
banking system is also of positive significance. 


However, in an environment of extremely underdeveloped market for the means of 
production, if we rely merely on the spontaneous self-organizational function, 
it will be quite difficult to form enterprise groups on a societywide scale 
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within a comparatively short time. Therefore, giving play to the advantages 
of “fishing projects" and "joint-venture projects" and giving play to the 
organizational function of our government and big enterprises in order to 
speed up this process should be the focus in formulating our policies. For 
example: Can we regard making enterprises maintain one another's shares on 
the basis of the horizontal relations between commercial and credit enter- 
prises as the starting point for the formulation of our policies in managing 
extra-budgetary funds, organizing "joint-venture projects" and projects with 
pooled funds, and carrying out experiments to turn firms into share companies? 
Can we give priority to, and regard as the key, the development of internal 
funds placement centers in the train of thought of the “double-orbit" reform 
in our banking system? Can we consider changing the even dispersive alloca- 
tion of funds and establishing funds for enterprise groups in decentralizing 
financial power in the 7th 5-Year Plan period? Can we link our tax reform (in 
particular the progressive enterprise tax), readjustment of our credit 
policies, and our policies to support industries with the expansion of the 
scale of our enterprises and the reorganization and merger of our enter- 
prises?... 


The reform orientation put forward in this report for selection is ony meant 
to be a tentative suggestion. In order to put forward a feasible train of 
thought for the reform, it is still necessary to make great efforts to deepen 
our research into the reform. 


Starting from the practical viewpoint that China lacks regulation of the 
market mechanism, we began our reform in our rural areas and followed the line 
which regards streamlining ovr administration and decentralizing power as the 
basic guiding thoughts in our reform. Through several years of efforts, we 
have scored marked achievements. The operation of our economic system has 
begun to tip toward the market orientation. This has created a much more 
advantageous foundation than that at the beginning of our reform for our 
reform to make a deeper breakthrough in development regulation of the market 
mechanism. At the same time, the current reform is faced with new grim 
challenges. First, in regard to the problem of our labor market and money 
market, we have to directly defy the challenge of structural wage increases 
and the investment thirst with greater courage and determination and with a 
more prudent attitude along the original ideological line of “decentralizing 
power." Second, on the basis of affirming the great achievements scored in 
our reform, we are required to go further than the ideological method of the 
simplistic "decentralizing of power" and work out scientific policies for 
overcoming the imperfection of our market development and giving play to the 
government's role of positive intervention in the behavior and organization of 
our enterprises. Third, in order to ensure the smooth fulfillment of the 
above two tasks, it is also necessary for us to make a new evaluation of the 
practice of persisting in exercising and even intensifying our administrative 
mandatory control over the total volume of wages and credits within a certain 
period. Starting from the utility goal of achieving substantial and safe 
progress in our reform, we have promoted our macroeconomic reform with our 
microeconomic reform and opened up our market for the means of production 

and at the same time, paid attention to cultivating our government's 
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organizational function and persisted in applying the means of certain 
necessary administrative mandatory control. The coordination of the above 
three measures constitutes a sustained dynamic reform strategy that is well 
structured and that alternates throughout time. This method of thinking, 
which is not only related to but also differs from the past ideological line 
of streamlining our administration and decentralizing power, should become the 
major indicator for the entry of a new stage of reform and should be the 
logical starting point for us in studying and pondering our problems. 


Those who participated in the work of organizing, studying, and writing this 
report are: Chen Yizi [7115 0001 6171], Wang Xiaoqiang [3769 1420 1730], 
Zhang Gang [1728 6921], Zhang Shaojie [1728 1421 2638], Diao Xinshen [0431 
2450 3947], Li Jun [2621 1498], Bai Nanfeng [4101 0589 7364], Jiang Sidong 
[1203 2448 2767], Xia Shaoxun [1115 1421 6061], Cui Heming [1508 7729 7686], 
Zhang Amei [1728 7093 1188], Yang Guansan [2799 0385 0005], Huang Xiaojing 
[7806 1556 0079], Jiang Yue [5592 6460], Ji Xiaoming [0679 1420 2494], Xu 
Xiaobo [1776 4562 3134], Hu Gang [6079 6921], Cao Yuanzheng [2580 6678 1767], 
Zhao Yujiang [6392 2810 3068], Sheng Hong [4141 3163], Liu He [0491 7729], and 
others. 


/9599 
CSO: 4006/491 


31 











ECONOMIC PLANNING 


SHANDONG LEADERS DISCUSS 1986 ECONOMIC PLANS 
Jinan DAZHONG RIBAO in Chinese 11 Nov 85 pp 1, 3 


[Article: "Steadfastly Carry Out Reform While Victoriously Overfulfilling 
the Sixth 5-Year Plan: Shandong Provincial Party Committee Holds Work 
Conference, Implements the Spirit of the National CPC Congress, and Studies 
and Plans Economic Work"] 


[Text] The Shandong provinciel party committee held a work conference from 
4 to 9 November 1985, conscientiously studied how to carry out the spirit 
of the CPC National Congress, studied Shandong's future economic work and 
focused on setting 1986 national economic plans. 


The conference thought that in Shandong's economic work, 1986 will be a year 
of exploiting the victory of having overfulfilled the Sixth 5-Year Plan, a 
year of solving new contradictions and continuing to develop through thorough 
reform, a year of transition from excessive economic growth rates to more 
normal and reasonable ones and a year of better microeconomic invigoration 
based on improved macroeconomic control. In line with the spirit of acting 
according to our capability, doing everything in our power and uniting our 
efforts, we must continue to solve the problems of excessive growth rates, 
fixed-asset investment scope and consumption-fund growth and focus our work 
on mastering reform, management, and overall improvement of economic results, 
enabling economic construction to gradually change to the new approach of 
having more realistic growth rates and better results and enabling the people 
to obtain more material benefits. 


A total of 177 people, including responsible comrades from the provincial 
party committee, the provincial advisory commission, the provincial 
discipline inspection commission, the provincial people's congress standing 
committee, the provincial government and the provincial CPPCC, all municipal 
and prefectural party committee secretaries, mayors, and commissioners, the 
planning commission chairman, all major enterprise party committee secre- 
taries and factory directors and important responsible people from all 
directly administered provincial departments, attended the conference. 
Provincial party committee secretary, Liang Buting [2733 2975 1656], and 
provincial party committee deputy secretary and provincial governor, Li 
Chang'an [2621 2490 1344], both made major speeches at the conference. 
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Comrades attending the conference thought unanimously that this provincial 
party committee work conference was very timely, that its topics of 
discussion were very focused and that its 1986 economic work plans fully 
reflected the spirit of the National CPC Congress and fully conformed to 
Shandong's actual conditions. The conference was permeated throughout with 
a democratic atmosphere, with everyone speaking out freely, exchanging their 
experiences, linking up their ideas, and unifying their understanding of 
problems in the following areas. 


I. Current Economic Conditions 


Comrades attending the conference thought unamiously that, since the 3d 
Plenum of the llth CPC Central Committee, Shandong's economic conditions, as 
those throughout China, have entered a new period of the most vigorous 
economic development since the founding of the PRC. Important indications of 
the good conditions are that such major proportional relations as those 
between agriculture and light and heavy industry, and between accumulation 
and consumption, are tending toward coordination, national economic develop- 
ment has been sustained and steady, revenue has increased year after year, 

the people's lives have clearly improved and the major "Sixth 5-Year" Plan 
tasks have been fulfilled or overfulfilled ahead of schedule. In 1985, 
Shandong's rural and urban economic system reforms have again made new 
advances, our S&T and education system reforms have been carried out gradually, 
our open door policy pace has been speeded up and economic construction 
throughout Shandong has continued to maintain a good development momentum. 
Faced with quite a few agricultural production natural disasters, our 1985 
grain output has still been able to maintain the same level as/or increase 
somewhat over 1984, our cotton output is expected to reach approximately 24 
million dan, our peanut output is expected to reach 50 million dan 2nd our 
forestry, livestock industry, fishery, and rural township enterprises have all 
made great advances. Our industrial production has maintained a high develop- 
ment rate and our 1985 GVIO is expected to increase approximately 20 percent 
over 1984. Our national key construction pace has been speeded up and a 

group of small projects have been made available one after another to the 
users. The Yanzhou-Shijiu Railroad, the Shijiu Harbor, the Zouxian County 
Power Plant No 1 generating unit, the Baodian Coal Mine and the Qingdao 

Harbor No 8 wharf will all be completed and put into operation during 1985. 
Along with industrial and agricultural production developments, our urban and 
rural markets have been brisk, our foreign trade exports have increased and 
our revenue growth rate has been quite large. 


The conference thought that our correct analysis of conditions has been the 
basis for our correct decisionmaking, and that our good economic conditions 
have been the result of our conscientious implementation of reform, open door, 
and invigoration policies. This has been the main trend. But we certainly 
cannot only consider certain problems which have arisen due to inadequate 
macroeconomic control and deny the current excellent conditions, nor can we 
neglect certain contradictions concealed by the excellent conditions and be 
unrealistically optimistic. At present, we must keep a clear head on the 
following three problems: First, we must consider the thorough rural changes 
which have actually occurred and not overestimate the extent of peasant 
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prosperity. Second, we must consider our good industrial production develop- 
ment momentum and conscientiously handle potential unstable high-speed-growth 
factors. Third, we must admit that our realized profits, taxes, and revenue 
growth has been quite fast and face up to the problem that our economic 
results are stili poor. We must realistically understand our current 
conditions and consolidate and develop our excellent circumstances. 


II. Economic Work for 1986 and 1987 


The conference pointed out that planned targets for 1986 and 1987 should 
integrate Shandong's actual conditions with the need to control overall 
social demand and be determined by overall balance. In line with the spirit 
of allowing for unforeseen circumstances, the conference discussed all major 
1986 targets. It pointed out that plans which allow for unforesecn circum- 
stances will be favorable to overcoming unstable economic life factors, 
creating a relaxed reform environment, and changing our major efforts to 
improving economic results and product quality and speeding up enterprise 
technological transformation. But without a fixed pace, there would be no 
specific results and it would also be hard to overcome revenue problems. 

We must work well in all areas and strive to overfulfill 1986 plans. 


1. Priority Must Be Given to Reform: At present, some comrades still lack 
a thorough understanding of the major significance of reform and have not 
put it in the correct relationship to production and construction. Some have 
set macroecononomic control against microeconomic invigoration and others 
have misunderstood the difficulty and compiexity of reform, lacked boldness, 
and often been skeptical and vacillating when encountering difficulties and 
problems. Even worse, some people have flaunted the banner of reform while 
exploiting incomplete reform loopholes, seeking personal gain and discredit- 
ing reform. Thus, further improving ovr understanding, correcting our 
attitudes and unifying our pace will still be the key to doing a good job of 
reiorm. Based on Central Committee requirements, Shandong'’s economic system 
reform priorities for 1986 and 1987 will be to conscientiously learn how to 
solve the indirect macroeconomic control problem, to make new breakthroughs 
in invigorating medium-sized and large enterprises and to explore how to 
perfect the market system. 


2. A Better Job Should Be Done of Restructuring Rural Industry: Shandong's 
rural industry restructuring must continue to carry out the policy of 
"absolutely not slackening grain production and actively developing a 
diversified economy," securely establish the commodity economy concept and 
enable rural economic development to be comprehensive and coordinated. At 
present, there are several outstanding problems which must be solved well. 
a) Grain production must be stressed. Whether from the perspective of 
satisfying natural population growth needs, or from that of adapting to 

the masses' demands for improved food composition, grain production must 
absolutely not be slackened. It would not do to either "take grain as the 
key link" and neglect development of a diversified economy, or to “take 
money as the key link" and neglect grain production. We absolutely must not 
go from one extreme to another. b) Forestry, the livestock industry, and 
fishery must be developed vigorously, and their proportions in overall 
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agricultural production must be further raised. c) Rural township enterprises 
must be developed actively. Developing rural township enterprises is the only 
way to develop commodity production and vigorously develop the rural economy, 
and a strategic way to restructure rural industry. Shandong's rural township 
enterprise income constitutes almost 40 percent of our overall rural economy 
income. Close integration and cooperation between rural township enterprises 
which are spread all over and small, medium and large urban enterprises will 
form a multilevel economic network of mutual permeation, supplementation 

and promotion, and joint development. Any neglect or underestimation of the 
concept and method of rural township enterprises would be very harmful. 


3. Consumer Goods Production Should Be Increased Vigorously: This is a 
guiding economic development principal for the Seventh 5-Year Plan period and 
also a priority for economic work for 1986 and 1987. According to calcula- 
tions, there will be a great disparity between Shandong's 1986 commodity supply 
and our social purchasing power. The basic way to solve this supply-and-demand 
contradiction will be to develop production, increase production of consumer 
products as much as possible, and expand the supply of goods suitable for 
marketing. In order to achieve this, we will have to take practical steps to 
support light textile industry production. We must promote horizontal links 
between processing enterprises and raw materials sources and adopt various 
methods to develop economic and technical cooperation. Such industries as 
the engineering and chemical industries must actively serve the expansion of 
consumer product production and provide more and better mechanical equipment 
and industrial chemicals. Our 1986 and 1987 development priority should be 
placed on food, textiles, clothing, furniture, household electrical 
appliances, andother light industrial household products. We must both 
continue to master production of medium- and high-grade products and also 
stress production of general household necessities, and especially stress 

and develop production of articles for children and those for middle-aged 

and old people. Moreover, all areas must also test urban residential 
commodities, summarize trir experience, and gradually develop and expand 
mass consumption. 


4. Improvement of Economic Results--Product Quality in Particular--Should Be 
Made a Priority: Generally speaking, some of Shandong's current econor ‘c 
results are improved, some are exaggerated, and some are potential. In 

order to improve economic results, we cannot rely on “acquiring immediate 
profits" or place our hopes on raising product prices, rather we must rely 

on our true capability and make vigorous efforts to improve management and 
administration, reduce consumption, raise labor productivity, and reduce 
costs. If production costs of budgeted state-owned industrial enterprises 
throughout Shandong were reduced 1 percent, annual realized profits could 
increase over 100 million yuan, If energy consumption in industrial 
enterprises throughout Shandong were reduced 5 percent, output value could 
increase nearly 3 billion yuan. Through saving, tapping potentialities, 
making up deficits, and increasing surpluses in 1986, we must basically digest 
1985's increased expenditures which were caused by increased costs. 
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Improving product quality is the basis for improving economic results. Since 
the management ideas of some enterprises have been incorrect, the quality of 
many products has decreased since 1984. In order to make profits, a few 
enterprises have put profits ahead of justice, manufactured in a rough and 
slipshod way, done shoddy work and used inferior material, and passed off 
inferior as good, and one or two have even violated the law and discipline, 
manufactured inferior or counterfeit products and entrapped the masses. The 
quality problem must be mastered now. Recently, the State Council decided 

to carry out the Second National Industrial Survey during the first quarter of 
1986. This will both provide the basis for formulating economic plans and 
systems reform and policies for technical progress, and will also be an 
important way to improve enterprise quality. Party committees and governments 
at all levels must improve their leadership, do this work well from start to 
finish, and, through the survey, spur enterprises to improve their management 
and administration, economic results, and product quality. Moreover, they 
must also study and formulate policies to encourage enterprises to improve 
their product quality, spur enterprises to carry out comprehensive quality 
control, improve quality control and supervision, carry out a strict quality- 
responsibility system and strive to enable a great change to be made in 

the quality of Shandong's industrial products and construction projects in 
1986. 


5. Circulation, Market and Pricing Work Should Be Mastered Conscientiously: 
Further invigorating circulation, making good market plans, and maintaining 
basic price stability are major 1986 economic work problems that must be 
solved well. In invigorating circulation, state-owned commercial departments 
and supply and marketing cooperatives must fully develop their dominant 
roles, further learn how to solve the problems of expanding commercial 
enterprise autonomy and perfecting the economic output-related responsibility 
system within enterprises, firmly establish the general commerce concept, 
raise their competitive consciousness, and be firmly established in their 

own areas and geared to the needs of Shandong and China. All work must be 
favorable to joint state-owned, collective, and individual development, and 
be aimed at unifying urban and rural market plans, mobilizing all forces and 
keeping all channels open. 


Planning 1986 urban and rural markets well will affect political stability 
and unity and healthy national economic development. This will be the joint 
responsibility of management departments and production units. They must 
uphold the principle that macroeconomic control must not violate the law 

of value and microeconomic invigoration must not break free from planned 
control, and correctly handle industrial and agricultural trade relations. 
Only if management departments and production units take the overall 
situation into account and perform their respective duties will they be able 
to ensure that urban and rural markets are well planned. 


We must improve market management and maintain basic price stability. Our 
principle is to both uphold reform and also pay close attention to what the 
masses can bear, keeping price index increases lower than the masses' 

income increases and ensuring that the people's lives continue to improve. 
The preceding stage of price reform has basically achieved this and, although 
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some commodity prices have risen, there have also been real, major improvements 
in the people's actual living standards. In order to maintain market 
prosperity and stability and continue to do a good job of price system reforn, 
we must first stabilize public feeling, conscientiously improve ideological 
and political work, and state the reasons and conditions clearly. Then we 
must basically stabilize general price levels. We must continue to improve 
macroeconomic control and market management, carry out well the current 
general price inspection and firmly combat the unhealthy trend of excessive 
price rises. All enterprise units must set examples in the areas of 
implementing price policies, observing price discipline and submitting to 
price management. 





6. Foreign Trade Should Be Vigorously Expanded. Increasing exports and 
creating more foreign exchange are major prerequisites for ensuring the 
continued development of Shandong's economy. We must do our 1986 foreign 
trade export work well in all areas and strive to improve it somewhat. Work 
priorities are to stress construction of export commodity production bases 
and specialized factories and shops, and to develop a group of new hot-selling 
products. Faced with these requirements, first, we must carry out policies 
to encourage exports; second, we must arouse the enthusiasm of municipal 

and prefectural departments to expand commodity production; third, we must 
absorb and use as much more foreign capital as possible; and fourth, we must 
put priority on the foreign exchange use on increasing the creation of 
exchange. 


III. The Problem of Controlling Better the Scope of Fixed-Asset Investment 


The conference thought that strictly controlling the scope of fixed-asset 
investment is an important Central Committee policy decision to improve 
macroeconomic control. From the perspective of Shandong's implementation, 

we have achieved remarkable successes while encountering many problems. 

The Central Committee has issued repeated injunctions on this problem, and we 
must maintain consistency with it and conscientiously reduce the scope of our 
excessive fixed-asset investments. First, we must change our past anarchic 
attitude toward above-quota investment, and all social fixed-asset investment, 
whether planned or above quota, capital construction, or technological trans- 
formation, must be brought into line with the plans of planning departments 
at all levels for overall balance. We should collect construction taxes from 
that which exceeds the controlled scope. Second, we must carry out unified 
management of construction funds and materials. Third, we must establish a 
responsibility system for fixed-asset investment. Our principal future 
investment orientation should be directed toward key construction in such 
areas as energy, communications, S&T and education, and the technological 
transformation of existing enterprises. As to other construction projects, 
we should select and make plans for the best. No new precedents may be set 
for above-quota projects. In order to truly create new conditions, we must 
make great efforts to tap existing enterprise potentialities and travel a 
new route of taking intensive development as the major factor in improving 
our economy. 
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lV. Leadership Work Must Adapt to the Demands of New Conditions 


The conference pointed out that 1986 will be the first year of the Seventh 
5-Year Plan, and that doing a good job of 1986 economic work will be of 
major significance in comprehensively fulfilling it. There will be many new 
conditions and characteristics and many new contradictions for us to solve 
in our 1986 work. Party committees and governments at all levels and all 
business departments must adapt to the new, changed conditions, attend to 
their own duties and responsibilities and work in a methodical and down-to- 
earth manner. 


The problems of division of labor between party and government, and division 
of responsibility between government and enterprises, must be solved well. 
Party committees must persist in keeping a tight hold on the two civiliza- 
tions, both stressing the major issues of economic work and also absolutely 
not slackening party construction and ideological and political work. At 
present, they must actively guide the masses of cadres to correctly understand 
conditions and the reform, open door, and invigoration principles and policies, 
correctly deal with certain problems which appear in our progress, teach 
everyone to “unite in the struggle before making great plans" and undertake 
their glorious responsibility of being the masters of the nation during the 
period of reform, open door, and construction. The duties of government and 
enterprises must also be divided. The authority which enterprises should 

have to manage either own affairs must be firmly returned to them, and higher 
level business departments must not always control everything and suppress 
enterprise enthusiasm. After delegating power to the lower levels, government 
departments can be released to stress trade management and fully develop such 
functions and roles as overall planning, coordination, supervision, and 
service. 


We must develop our subjective initiative and work creatively. The principal 
factor in judging the work of a party committee, an area or a department is 

not whether it has transmitted Central Committee and higher authority 
instructions or not, but is the actual success it has achieved and whether 

it has solved practical problems. In line with the spirit of rousing them- 
selves to forge ahead and develop, it is hoped that comrades in all departments 
at all levels will act according to their capabilities, do everything in 

their power, unite their efforts, do a good job of 1986 economic work and all 
work, and strive for new victories. 


12267/9435 
CSO: 4006/543 
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ECONOMIC PLANNING 


ECONOMIC-GEOGRAPHICAL RESEARCH FOR INDUSTRY DISTRIBUTION 


Beijing DILI KEXUE [SCIENTIA GEOGRAPHICA SINICA] in Chinese Vol 5 No 4, Nov 85 
pp 308-316 


[English abstract of article by Hu Xuwei [5170 1645 1218], Institute of 
Geography, Academia Sinica] 


[Text] Since the founding of the People's Republic, economic-geographical 
research for rational distribution of industry and regional planning has 
undergone five phases of historical development. Each phase of research has 
its specific features: 1) From 1950 to 1957, foreign literature concerning 
distribution of industry was introduced, and general principles of socialist 
industrial distribution were discussed. 2) From 1958 to 1960, a large number 
of economists-geographers practiced in regional planning. 3) From 1961 to 
1965, research in techno-economic assessment concerning industrial 
distribution taking metallurgical, energy, and chemical industries as_ the 
primary sectors, was conducted. 4) From 1966 to 1976, comprehensive 
investigations into regional distribution of productivity for the construction 
of industrial bases were carried out. 5) From 1977 to 1982, the theoretical 
generalization of experience and lessons from the distribution of industry and 
regional planning was summarized. 


In light of the demands of the developing circumstances of China's 
modernization, some primary aspects are posed for further study: 1) Research 
on the impact of structural economic reform and the new technical revolution 
on the distribution of productivity. 2) Research on regional industrial 
structures. 3) Research on the concentration and dispersion of industry. 4) 
Research on the theory and methodology of regional planning. 


CSO: 4011/25 


39 














AGGREGATE ECONOMIC DATA 


BRIEFS 


ZHEJIANG FAMILY ENTERPRISE--Zhejiang has achieved good results in giving guid- 
ance to family-run industrial enterprises. By the end of 1985, there were 
180,000 family-run industrial enterprises, employing over 700,000 members of 

the surplus rural labor force, with a total output value reaching 2.32 

billion yuan. Private enterprises have contributed much in commodity production 
and promoted peasants’ common prosperity. [Summary] [Hangzhou Zhejiang 
Provincial Service in Mandarin 1000 GMT 17 Jan 86 OW] /6662 


GUANGXI PREFECTURE'S RURAL ENTERPRISES--Township and town enterprises in 
Liuzhou Prefecture, Guangxi Region, last year scored good achievements. 

Their total income reached 140 million yuan, an increase of 79.7 percent over 
1984. Their profits were 14.92 million yuan. They submitted taxes of 7.46 
million yuan to the state. Their profits and taxes were 99.4 percent and 
100.5 percent respectively more than in 1984. The number of enterprises run 
by households or jointly run by households in the whole prefecture is now 
23,262, with some 37,400 workers. Last year, the prefecture introduced 2.3 
million yuan from other places in order to engage in 30 projects. [Summary] 
[Nanning Guangxi Regional Service in Mandarin 1100 GMT 12 Feb 86 HK] /6662 


CSO: 4006/768 
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ECONOMIC MANAGEMENT 


MINISTER URGES IMPROVEMENTS IN ENTERPRISE MANAGEMENT 
OW220211 Beijing XINHUA Domestic Service in Chinese 1520 GMT 20 Jan 86 


[Excerpts] Beijing, 20 Jan (XINHUA)--Lu Dong, minister of the State Economic 
Commission, pointed out at the national economic work conference which ended 
today: To improve enterprise management remains an extremely important task 
concerning the overall situation in our economic work at the present stage. 
We must pay attention to it. 


Lu Dong said: This conference has thoroughly discussed the urgent need to 
improve enterprise management. We have realized that we must rely on improved 
enterprise management to fulfill the two key tasks of improving economic 
efficiency and increasing exports during the Seventh Five-Year Plan. 


Lu Dong said: To ensure good economic work in 1986, production, market supply, 
and transport must be well organized. Investment in fixed assets and an in- 
crease in consumption funds must be kept under control. We must make great 
efforts to increase the production of marketable goods and promote exports. 
While preventing an excessively high rate of industrial growth, we should plan 
growth in a realistic way and keep a proper growth rate. 


Lu Dong called on the economic department to treat the improvement of quality 
as an important task. He said: The quality we are talking about includes that 
of industrial products, commercial services, and transport, postal and tele- 
communications services. All work has a quality requirement. Good quality 

is the biggest economy. 


On how to ensure good financial and trade work, Lu Dong said: We should con- 
tinue to do a good job in reforming commerce and invigorating commodity circul- 
ation. We should bring into better play the leading role of state-operated 
commerce to arrange market supply well. We should pay attention to doing 

good work concerning market commodity prices. In addition, we should study 
policies conducive to the development of tertiary industry, study the trends 

of financial and banking work, and improve the quality of financial and trade 
workers. 


Lu Dong emphatically pointed out: Reform of enterprise leadership structure and 
implementation of the system of the director or manager assuming full respons- 
ibility must proceed in accordance with the decision of the party Central Com- 
mittee and the documents issued by the State Council. 

/6662 

CSO: 4006/768 
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ECONOMIC MANAGEMENT 


WAYS OF IMPROVING ECONOMIC RESULTS DISCUSSED 
Shanghai JIEFANG RIBAO in Chinese 13 Nov 85 p 4 


[Article by Xie Minggan [6200 2494 1626]: "The Basic Way Out Is To Improve 
Economic Results" ] 


[Text] 1. During the Seventh 5-Year Plan period, we will be faced with the 
difficult tasks of both laying the basic foundation for the new economic system 
and also preparing the necessary followup capability for vigorous economic de- 
velopment in the 1990's and enabling the people's lives to continue to improve. 
In order to accomplish these tasks, we will have to overcome many existing con- 
tradictions, such as shortages of funds, certain key goods and materials, and 
foreign exchange. How will we be able to accomplish this? The basic way will 
be to improve economic results in such areas as production, construction, and 
circulation. 


The slogan of improving economic results has been raised for many years and 
has spurred many work successes. But it should be seen that our present ec- 
onomic results are still poor and that our enterprise potential is still 
great. For instance: 


--National revenue increases have been realized to a great extent through re- 
vising tax policies, improving tax collection management and reforming the 
price system, and have certainly not all resulted from enterprises increasing 
income and cutting down on expenses. 


--Quite a lot of enterprise profit and tax growth has not been realized through 
tapping potentialities, transforming, and raising production technology and 
management and administration standards, but has relied on increasing output, 
raising product prices, and shifting the burden onto consumers. 


--The decline in industrial product quality since the fourth quarter of 1984 
has not yet been fully reversed. From January to June 1985, the steady 
quality-improvement rate of 75 major industrial products throughout China was 
only 73.4 percent, or an 11.6 percent decrease over the same period in 1984. 


--Consumption of industrial production material has risen. From January to 
August 1985, the steady consumption-reduction rate of 105 major targets 
throughout China was only 61 percent. 
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--Fixed product costs have risen and enterprise losses have increased. From 
January to August 1985, state-owned industry fixed product costs rose 5 percent 
over the same period in 1984, and overspending reached 7.21 billion yuan. En- 
terprise losses have in:reased. By the end of September 1985, over 5,000 
state-owned industrial enterprises had incurred losses amounting to a 9.2 per- 
cent increase over the same period in 1984, 






This all shows that vigorous improvement of economic results is still an ex- 
tremely important and difficult task facing us, and is the key to solving 
various Seventh 5-Year Plan period contradictions. 


2. Much work must be done to improve economic results. The principal macro- 
economic management task will be to create good external conditions for enter- 
prises. At present, the following three issues must be solved conscientiously: 


A. Medium-sized and large state-owned enterprises must be invigorated. Med- 
ium-sized and large state-owned industrial enterprises account for over 70 per- 
cent of industrial enterprise fixed assets and profits and taxes turned over to 
the state. They are charged with the difficult tasks of producing important 
products affecting the national economy and the people's livelihood and provid- 
ing most of the taxes and profits to the state. Hopes for national financial 
resource increases, overall social production technology standard improvements 
and vigorous economic development in the 1990's are all placed on medium-sized 
and large enterprises. Over the past few years, the state has taken a series 
of steps to enhance enterprise vitality. But the vitality of medium-sized and 
large state-owned enterprises is still generally very poor. The following are 
the principal reasons. 1) Their tax burdens have been excessive. In the cur- 
rent distribution of enterprise realized profits, the relative proportions of 
state revenue and enterprise income are generally 30 percent to 70 percent for 
rural township enterprises, 55 percent to 45 percent for collective enter- 
prises and 10 percent to 90 percent for Chinese-foreign joint ventures, while 
being 80 percent to 20 percent for medium-sized and large state-owned enter- 
prises and 90 percent to 10 percent for the textile industry. This situation 
has made it very difficult for medium-sized and large enterprises to acquire 
the ability for self-transformation and self-development. 2) A considerable 
amount of the power which should have been delegated to enterprises has not 
been delegated to them. Shanghai Municipality recently investigated 100 state- 
owned industrial enterprises; only 6 of the State Council and municipal govern- 
ment documents on expanding enterprise autonomy, which stipulate delegating 
power to enterprises, have been basically (approximately 70 percent to 80 per- 
cent) implemented, while 5 of them have basically not been implemented. 3) 
Directive plan quotas have been raised at each level, while goods and materials 
supply has not been ensured. 4) Qualified enterprises have lacked the proper 
external management autonomy. Faced with the above conditions, there is now an 
urgent need to take vigorous steps to gradually reduce and regulate taxes, re- 
organize administrative corporations, implement all enterprise autonomy docu- 
ments and conscientiously carry out state policies on enhancing the vitality of 
medium-sized and large enterprise. This will enable them, guided by state 
plans, to truly become economic entities which have management autonomy, are 
responsible for their profits and losses, and have the ability for self-trans- 
formation and self-development. 











B. Enterprise social burdens must be lightened. At present, various areas of 
society are asking enterprises for help under a variety of pretexts (such as 
apportionment, fundraising and "support"), seriously weakening their autonomy 
and self-transformation ability. This is a new unhealthy economic tendency. 
According to certain local investigations, such unreasonable expenses account 
for 7 to 10 percent of enterprise after-tax retained profits, and have topped 
15 percent in some enterprises. If this matter is not solved, it will be dif- 
ficult for enterprises to continue to improve their economic results. Of 
course, under present conditions, in addition to accomplishing national direc- 
tive plan tasks and turning over revenue to the state, enterprises must also 
unavoidably accept certain essential social obligations. But the present huge 
social burden of enterprises is unreasonable and, in fact, is a disguised ex- 
propriation of enterprises and a violation of their legitimate, legal inter- 
ests. Thus, administrative and legal steps should be taken to firmly curb this 
unhealthy trend. 


C. Macroeconomic control must be improved at the same time as the economy is 
invigorated. As national economic cells and the major sources of social mater- 
ial wealth, enterprises must have sufficient vigor in order to be able to con- 
stantly improve their economic results. In order to persist in simplifying 
administration, expanding authority and invigorating enterprises, management of 
enterprises must gradually change to using economic levers as the dominant fac- 
tor. On the other hand, as component parts of the national economic organism, 
enterprises must not become "uncontrollable," and their activities must be car- 
ried out in coordination with each other in a unified direction. Thus, effec- 
tive macroeconomic control must also be improved. While direct state control 
of enterprises is reduced, appropriate indirect control must be improved, in 
order to avoid certain macroeconomic losses of control, imbalances, and 

vacuums in the process of exchanging old forms for new ones. Over the past 

few years, we have done much work in the area of building an economic legal 
system and carrying out social supervision. But generally speaking, we are 
still far from being able to adapt to the needs of developing conditions, and 
the phenomena of having no reliable laws, not relying on laws, law violations 
not being investigated, and laws not being enforced strictly are still quite 
common. The pace of economic legislation and judicature should be speeded up, 
and the formulation of such essential laws as "enterprise laws," "quality 
laws," "tax laws," and "banking laws" must be especially emphasized. A state 
supervision system should also be established as soon as possible for such 
enterprise matters as product quality, material consumption, fund use and cost 
accounting. 


3. From the perspective of enterprises themselves, improvement of economic 
results must now stress improvement of product quality and reduction of materi- 
al consumption. 


Product quality is the basis for enterprise economic results. Marx said that 
"Regardless of the social form of wealth, use value always constitutes the 
material content of wealth." (Footnote 1) ("Capital," Vol 1, p 48) Sub- 
standard quality products cannot have use value or value, constitute social 
wealth, or achieve economic results. We must always uphold the principle of 
"quality first," and strive for quantity while improving quality, and speed 
while improving results. 
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The current decline in quality of industrial products is admittedly related to 
total social demand being greater than total supply and to state examination 

of enterprises not being scientific enough, but its major cause is that certain 
comrades have deviated from the "quality first" principle in their ideology and 
work. In order to improve product quality, the concepts of quality conscious- 
ness and responsibility to the state and the people must be firmly established 
among all staff members and workers, and among enterprise leaders in particular. 
All enterprise economic activities, such as carrying out the economic responsi- 
bility system, linking wages to economic results, carrying out technological 
transformation, developing new products, and reforming internal management sys- 
tems, must be focused on the key link of improving product quality. 


Moreover, strict state supervision of enterprise product quality must be inm- 
proved. National quality-supervision organizations and various inspection 
centers must be established, a licensing system for the production of key prod- 
ucts must be implemented, and regular state-supervised tests of all.classes of 
products must be carried out. Products which do not have quality standards, 
inspection organizations, or examination methods must absolutely not be produced 
or marketed. Enterprises that produce poor-quality products which jeopardize 
national construction and the safety of the people's lives, fraud, and viola- 
tions of law and discipline must be punished severely according to law, even to 
the point of ordering enterprises to close and investigating and affixing the 
criminal responsibility of their leaders. Based on product classification, a 
product-quality, trade-classified management system must be carried out, and 
rural township enterprise quality control in particular must be improved. 


High material consumption is a fatal weakness of China's economy. The rela- 
tive proportions of consumption of materials and live labor in China's indus- 
trial production costs have long been a high 85 percent to 15 percent, while 
being 50 percent to 50 percent or 40 percent to 60 percent in developed coun- 
tries. High material consumption, causing increased production costs, is a 
major reason why enterprise economic results are poor. A high material con- 
sumption proportion, combined with similar production costs and a low propor- 
tion for consumption of live labor, is a major reason why staff member and 
worker wages are low. Thus, in order to improve enterprise economic results, 
we must fully and effectively use all resources, principally material ones, 
and strive to reduce material consumption. The basic way to improve the stan- 
dard of living of staff members and workers is also to reduce material consump- 
tion, and not to ask the state for financial aid. China's present total in- 
dustrial production costs have topped 300 billion yuan. Reducing our 85 per- 
cent material consumption proportion 5 percent would save 12.7 billion yuan, 
and reducing it 10 percent would save 25.4 billion yuan. These would be very 
considerable amounts to replenish national revenue and improve staff member 
and worker wages and material benefits. 


Reducing material consumption depends simply on technical progress and manage- 
ment improvement. Our technology is backward, and we must actively import and 
use advanced technology, replace our obsolete equipment and carry out technical 
transformation of our key working procedures in particular. But relatively 
speaking, our management is even more backward, and we must begin with basic 
work, conscientiously change the present prevalent phenomena of materials and 











their use not being checked and there being no consumption quotas or anyone to 
control waste; carry out a strict responsibility system for such things as goods 
and materials purchasing, warehouses, the distribution and use of materials, and 
measurement and inspection; carry out comprehensive quality control and estab- 
lish advanced, rational consumption quotas for all links; and give awards and 
penalties for savings and waste of goods and materials. Only in this way can 
high product quality with low consumption be ensured. Since the effect of this 
work would be very great and it would not cost money or would cost very little, 
what is there against it? At present, the problem "that it is not being done, 
and not that it cannot be done" indeed exists. In particular, there is care- 
less improvising, lax and undisciplined behavior, extravagance, and irresponsi- 
bility. If we do not make a thorough change and a persistent and serious 
pledge, and if we do "stupid" work in a down-to-earth manner, our poor-quality, 
high-consumption situation will truly not be reversible. 


12267/12859 
CSO: 4006/544 
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ECONOMIC MANAGEMENT 


V"™EWS ON COMMODITY PRICES PRESENTED 
Shanghai WEN HUI BAO in Chinese 21 Nov 85 p 3 


[Article by Shen Jinlu [3088 6855 6424]: “Several Views on the Problem of 
Commodity Prices” ] 


[Text] The problem of commodity prices affects everyone. I would like to 
discuss my own view of several problems that concern everybody. 


1. Why Must We Implement Price Reform? 


The reason we must reform the price system is because there is much that is 
seriously irrational about the present system which is primarily reflected in 
the following four ways: (1) price differences for goods of the same category 
of differing quality are too small, which discourages progress in production; 
(2) price ratios for products of different categories are irrational, some 
energy and raw materials prices being especially low; (3) purchase and sales 
prices for agricultural byproducts are reversed--purchase prices are high, 
while sales prices are low, which is a financial burden on the state; (4) 
tertiary industry charges are too low. In some fields the greater the volume 
of business, the higher the losses. This distorted price system which neither 
reflects the law of value nor the relationship between supply and demand will 
inevitably have many defects, the most obvious of which is the lack of 
equality between enterprises in the face of competition and the difficulties 
involved in enlivening the economy. Therefore, without a price reform, the 
invigorating of the economy which is a central link in the reform, cannot be 
implemented. , 
It should also be noted that with the enlivening of the economy, the various 
departments and enterprises possess more and more of their own capital. 
Without rational prices, these funds will all be invested in high-priced, 
high-profit projects. As a result, goods not in demand will become more 
plentiful, while products in demand and in short supply will become fewer, 
leading to imbalances in production. If we take a closer look, it is obvious 
that if the irrationalities in price remain unchanged, it will be difficult to 
reform the systems of planning, finances, and taxation and the economic 
function of the state. Therefore, reform of the price system is regarded as a 
key to the reform of the entire economic system in the “Resolution of the CPC 
Central Committee on the Overall Economic Reform” passed by 3rd Plenum of the 
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12th CPC Central Committee. In order for the reform to proceed smoothly and 
to enable China's economy to develop more rapidly, from which point we can 
raise the standard of living, we must put an end to irrationality in the price 
system via reform. 


How Should We View the Problem of Recent Rapid Increases in Some 
Commodity Prices? 


There are different situations involved in the increases of some commodity 
prices. In one case, increases have been planned and arranged by the state 
and are normal and rational. For example, price increases this year for meat, 
egg products, domestic fowl, fish, seafood, and other nonstaple foods were 
carried out under the centralized direction of the government, and were in 
accordance with the need to straighten out the commodity-price system and 
commodity-price policy. Increasing prices for these commodites encourage 
production, enliven circulation, increase consumption and satisfy the needs of 
the masses of the people. When the prices of agricultural products are too 
low, the peasants are unwilling to increase production, and will even reduce 
production, resulting in inadequate supplies on the market, which actually 
hinders the improvement of the people's standard of living. After the state's 
gradual implementation of the open door policy last year, the state, 
collective, and individual have risen together to utilize the regulatory role 
of the market. At first, price increases were a bit too much, but they 
promoted production and enlivened circulation. With the development of 
production and a growth of the supply of goods on the market, prices will 
gradually stabilize. 


Another view is that with the increase in prices and the enlivening of the 
economy, work in management has not kept up, and some enterprises, 
institutions and self-employed households have taken advantage of the reform 
to indiscriminately raise prices and fees. They have exceeded the bounds of 
commodity price controls and raised prices on their own, or engaged in illicit 
resales, earning huge profits; others have found multipicity of excuses to 
surreptitously raise prices by substituting inferior goods for superior, 
cheating in the weighing of products, and forcing the consumer to buy goods 
they do not want as a condition in purchasing products they desire, and so on. 
This has had a ripple effect on increases in commodity prices, and has 
disturbed the market and the people. This sabotage of the interests of the 
consumer is a totally different affair from price reform and must be 
resolutely eliminated. In addition to relying on the supervisory role of the 
vast ranks of consumers, we must also strengthen economic law, improve 
management organizations and methods and conduct education concerning 
observing the law and professional morality so that management is not too 
rigid, while still avoiding disorder. 


3. How Can the Basic Stability of Commodity Prices Be Ensured? 


First should be made clear that “basic stability of price” does not refer 
to a c.upiete or basic price freeze, but the allowance--on the basis of 
maintaining an overall, basic stability of commodity prices--of small 
fluctuations in the prices of some commodities. Given the superiority of the 
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socialist system and China's economic development, this can be achieved. Most 
of the reasons for this year's price increases, outside of some industrial and 
commercial enterprises and self-employed peddlers who took advantage of the 
reform to raise prices indiscriminately, lies in the excessively rapid growth 
of investment in fixed assets outside of the budget that took place in the 
fourth quarter of last year, the overly rapid speed of industria) development, 
the excessively large scope of capital construction and the overly fast growth 
rate of credit and consumption funds. Last year consumption funds increased 
22 percent (40 percent in the fourth quarter), greatly exceeding last year's 
12 percent. Too much currency was issued, which elicited a huge inflation of 
social demand, shortages on the market, and price increases for some 
commodities this year. It is obvious that in order to maintain the basic 
stability of prices, we must control the scope of capital construction 
investment and at the same time that of sumption funds so that they do not 
surpass the production speed of consumer goods. Since this year, the State 
Council has taken firm measures to control the scope of fixed-asset 
investment, overly rapid speeds of industrial production, and amount of 
currency issued. These drastic measures to control commodity prices are 
completely correct. At the same time, the government has taken a series of 
measures to maintain increases in national commodity prices within a certain 
degree and ensure basic stability of these prices. 


There are things to be done to maintain basic price stability in terms of the 
grassroots as well. We not only must expose indiscriminate price hikes and 
the substitution of inferior goods for the real thing, but must also put an 
end to the indiscriminate growth of wages and bonuses and other irrational 
means of increasing consumption funds. Maintaining basic stability of 
commodity prices will be an arduous task that will require great efforts at 
all levels nationwide. 


4. Have Living Standards Increased or Decreased After the Price Reform? 


The role of price reform in promoting economic development must be affirmed. 
Certainly, the rate of price increases has been somewhat greater than before. 
However, generally speaking, the people's living standards have increased at a 
rate greater than the rise in commodity prices, and urban and rural residents 
have seen real improvements to differing degrees in their daily lives. 


First, as regards income, the large increase in purcahse prices these last few 
years for agricultural byproducts benefitted the peasants first. In 1978, 
annual peasant pure income was 134 yuan, whereas in 1984 it was 355 yuan and 
this year it is estimated to reach more than 370 yuan, which after deducting 
commodity price increases, represent a growth of more than 100 percent. When 
the countryside is stable, so is the rest of the nation. This is clear proof 
of the success of the reform of commodity prices. As for the cities, after 
several adjustments, the wages of an overwhelming majority of enterprise 
workers have increased. In particular, the increase of employment 
opportunities has led to a fairly large increase in real income. The average 
yearly wage in 1984 for workers and staff nationwide increased 56.5 percent 
over 1978, while the retail commodity price index for the same period 
increased by 17.7 percent, and the cost of living index for workers grew 19.9 
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percent. Therefore, the living standards of the great majority of workers 
have improved to varying degrees. 


Regarding the level of real consumption, the amount of consumption by urban 
and rural residents nationwide of grain, edible vegetable oils and pork 
increased in 1984 49, 150, and 67 percent, respectively, over 1978, and 
everyone is well aware of the great growth in sales of durable high-quality 
consumer goods. The above fully shows that the living standards for urban and 
rural residents have risen. Of course, while we fully affirm the obvious 
improvements in living standards for the great majority of the people, we must 
be aware of the minority of staff and workers, who for different reasons, have 
seen only small increases in their real income, which have sometimes been 
lower than the cost of living growth rate. The relevant government 
departments are taking measures to gradually alleviate this problem, which of 
course, will require a certain process. We believe that the living standards 
of the entire people can be continuously augmented along with the development 
of production. 


12221/13068 
CSO: 4006/576 
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TIGHTER CONTROLS SOUGHT OVER PRIVATE BUILDING SALES 
HK060430 Beijing CHINA DAILY in English 6 Feb 86 p 3 


[Text] Beijing municipal authorities have called for tighter state control 
of the sale of private buildings as more and more are being sold by profiteers 
in violation of state regulations. 


They propose a more rational pricing system and the opening of a market place 
for owners and buyers to arrange sales so that the private real estate trade 
can proceed in an orderly fashion for the benefit of both individuals and the 
state. 


Although all land in China is owned either collectively (in the countryside) 
or by the state (in urban areas), many of the buildings on the land remain 
in private hands. 


According to the CHINA LAW JOURNAL, sale and rental prices of private houses 
have risen out of control in Beijing, being sometimes more than 10 times 
legal levels. 


Badly in need of housing or business outlets, buyers or renters sometimes 
collaborate with price gougers by reporting fraudulently that their deals 
are within state-fixed prices. 


The Public Health Press, for instance, was originally asked 150,00 yuan 
($47,000) for small two-storey building in the Dongdan area although the 
Municipal Housing Administration ruled the price should be no higher than 
30,000 yuan ($9,400). 


Finally, the Press paid 100,000 yuan ($31,200) in a secret agreement with the 
owner; otherwise he would have have sold it. 


Some buyers fail to report to the authorities at all for fear their trans- 
actions will be turned down by the state. 


One reason for the situation is that companies and individuals from outside 
Beijing have moved in to buy real estate for commercial purposes. Some 
owners have made great sums, as much as 1,000 yuan ($312) per month, in rent 
because their houses front on streets suitable for shops. 
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The CHINA LAW JOURNAL reports that this illegal trade in private houses has 
not only reduced state revenues from taxes on such transactions but also has 
caused a growing number of civil disputes. 


In the Haidian District, for example, a survey uncovered more than 100 cases 
in which owners drove out tenants so that they could rent their rooms for 
higher prices. 


What's worse, the paper said, some brokers have emerged to profiteer from the 
trade. Recently, the Chongwen District Procuratorate prosecuted a gang of 
three who, in one transaction, helped a company to buy a house with 12 rooms 
for 125,000 yuan ($39,00), keeping more than 3,200 yuan ($1,000) as a commis- 
sion. 


/6662 
CSO: 4020/228 
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STRATEGY OF DEVELOPING TERTIARY INDUSTRY IN NORTHEAST 
Changchun DI SAN CHANYE BAO in Chinese 22 Nov 85 p 1 


/Article by Cheng Wen /2052 2429/: "Northeast Economic Zone Puts Forth 
Tentative Strategic Plan for Developing Tertiary Industry; By the Year 
2000, Output Value of Tertiary Industry Expected to Reach 50 to 60 Percent 
of GNP"/ 


/Text/ At the third symposium on the strategy for economic and social 
development in the northeast held recently, representatives were engaged 

in a special topic discussion about a tentative strategic plan for 
developing tertiary industry. The meeting viewed that tertiary industry 

in the Northwest economic zone should achieve a breakthrough in development 
starting from the Seventh 5-Year Plan by implementing this tentative 
strategic plan: 


l. Tertiary industry in the Northeast region should be developed in a 
proportionate way with primary and secondary industries. The strategic 
objectives for developing tertiary industry should aim at linking urban 
with rural areas, establishing lateral ties at home and abroad, improving 
livelihood and socializing services, modernizing operations and making 
management more scientific. 


2. Strategically it is most important to energetically restore and 
develop traditional tertiary industry so as to satisfy the consumption 
needs of the broad masses of the people. With economic development and 
technological progress, it is also necessary to vigorously develop new 
and rising tertiary industry so that the traditional professions and 
trades and the new counterparts can be developed simultaneously. 


3. To develop tertiary industry, we should mobilize positive factors from 
all quarters and uphold the policy of making the state, the collectives, 
and individuals as well as the cities and the countryside forge ahead 
together. Developing traditional tertiary industry, we should set up 

more outlets extensively with the collectives and individuals as the main 
body and operate them in a flexible and diversified way. The new-type 
tertiary industry must rely mainly on state ownership, with collective 

and individual ownership being subsidiary. At the same time, various 
professions and trades should be encouraged to engage in tertiary industry. 
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4. Various localities should draw up policies and measures to encourage 
and support tertiary industry in keeping with actual conditions, for 
example, the price and fee-collection standards for tertiary industry 
relying mainly on labor service should be in keeping with price differences 
according to technical grades, regional price differences, and seasonal 
price differences; unreasonable rates should be liberalized for those 
services earning small profits or losing money; a clear-cut decision 
should be made in initiating preferential tax, solving business space, 
breaking down urban-rural and regional boundaries, finding a solution 
for unreasonable economic burdens and protecting the political status 
and legitimate rights and interests of those doing business. 


By the year 1990, the output value created by tertiary industry in the 
Northeast economic zone should account for more than 30 percent of the 
GNP; by 2000, the output value of tertiary industry should reach 50 to 

60 percent of the GNP. The number of people employed in tertiary industry 
should also increase at the same tempo. 


12662/12276 
CsO: 4006/506 
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ANHUI URBAN INDUSTRIES SUPPORT RURAL TOWNSHIP ENTERPRISES 
Support for Rural Enterprises 


Hefei ANHUI RIBAO in Chinese 28 Oct 85 p 1 


/Article by Li Zhefu /2621 0772 1133/: "Urban Industries Fan Out in 
Support of Large Numbers of Rural Township ‘Satellite’ Enterprises-- 
Dispersion of Anhui's Urban Industries This Year Has Provided Rural 
Township Enterprises Products for Processing with an Output Value Nearing 
200 Million Yuan"/ 


/Text/ In recent years, Anhui's urban industries have spread toward 
the countryside, the rural township enterprises have also served the 
large industries energetically and integrated with urban industries in 
work for common development and achieved initial success. According to 
rough statistics, the dispersed urban industries throughout Anhui have 
provided rural township enterprises products for processing with an 
output value of nearly 200 million yuan this year. Moreover, a group 
of "satellite" enterprises have also emerged expanding the urban 
industries and also effectively promoting the development of the rural 
township enterprises. 


There were more than 100 rural township enterprises in the suburban 
district of Hefei City last year (including some collective enterprises) 
which processed dispersed products for industrial enterprises subordinate 
to the city, this workload has grown this year. The three counties 
subordinate to the city, Feixi, Feidong and Changfeng, and various rural 
township enterprises in the suburban districts processed and produced 

more than 200 items for the urban industries with an output value of more 
than 45 million yuan. Wuhu City staged an urban-rural economic integration 
fair in May this year at which more than 90 items had been transacted with 
an output value of more than 20 million yuan so far. 


The new-type economic integration between the urban and rural areas has 
not only injected new vitality into urban industries but also propelled 
the reform of the urban economic system.thereby greatly advancing the 
rural township enterprises. The all-weather overcoats produced by the 
Meihua Clothing Factory in Wuhu City are in great demand in the market 
increasing from 50,000 to 400,000 this year, the factory however is faced 
with difficulties in many areas including factory building, equipment, 
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personnel, and funding. The factory assigned the job of processing 
400,000 overcoats in 11 rural township enterprises in counties subordinate 
to the city and their suburban districts but retained the responsibility 
for cutting materials in a unified way and guaranteeing the quality of 
products. By so doing, it has not only developed production but also 
saved investment and gained time. The Changlinhe General Machinery Plant 
in Feidong County was originally on the verge of closing down, however, 

as a result of integrating with the Hefei Rolling Stock Plant, its vitality 
was restored in only 3 months and the Hefei Rolling Stock Plant in turn 
integrated with more than 10 rural and township enterprises in operation, 
increasing its productive capacity seven to eight-fold. 


Commentary Urges Integration 
Hefei ANHUI RIBAO in Chinese 28 Oct 85 p l 


/Commentary: "Successfully Disperse Urban Industries, Promote Economic 
Integration Between Urban and Rural Areas"/ 


/Text/ Dispersing urban industries toward the countryside and letting 
rural township enterprises serve the big urban industries is one of the 
important ways to specialize organization and socialize production. 

Setting up a production ring around cities, with the cities leading the 
countryside and the countryside assisting the cities, will systematically 
link the technology, equipment, qualified personnel, information, and 
advantages of the cities with the advantages of land, labor, and resources 
in the countryside, and will have far-reaching significance in building a 
new-type relationship between urban and rural areas, promoting common 
development of the urban and rural economy, improving the urban industries’ 
ability to put equipment into complete sets and enhance their technological 
and economic strength while at the same time developing the rural commodity 
economy. 


In spite of certain achivements made in dispersing Anhui's industries 
toward the countryside, it is only the beginning from the overall standpoint, 
because some places have not yet included this work in cheir agenda. This 
is mainly due to the lack of understanding of the far-reaching significance 
of this task; besides, dispersion also involves a question of reputation 
and good faith on both sides, especially the issue of all other's interests 
whereupon differences are liable to come up eventually to affect the 
implementation of dispersion work. 


The objective of dispersing the production of industrial products toward 
the countryside is to further expand new productive capacity and raise 
economic results. Therefore, for a relatively long time to come, products 
from dispersed production should be products in "short-supply" in the 
market or products with a future for development. Products whose supply 
exceeds demand should not be passed on to rural township enterprises nor 
should the production of fading products be "disengaged" and pass on to 
them. Enterprises which have agreed to disperse should foster the idea 
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of "coordinating all activities like pieces in a chess game," serve the 

big in ustries wholeheartedly, develop themselves by taking advantage of 
the urban industries and bring about a takeoff of the entire rural township 
economy. 


Integrated cooperation between the urban and rural areas may be developed 
at different levels and in numerous fields. In a broad sense, it should 
not be confined to dispersing the production of products alone, it should 
disperse in an integrated way to include production of products, equipment 
and techniques, technology, personnel, funding, and numerous other areas. 
It may also be in other forms, such as jointly setting up factories, 
transfer of machinery in complete sets, dispersing of spare parts and 
fittings, processing on order with materials provided, joint development 
of resources, transfer of technology, compensation supply of trademarks 
and technological cooperation and so forth. 


The dispersing of industrial products has just begun in our province; we 
still lack the experience and various systems, including the supplementary 
economic laws and regulations that are still imperfect. We should 
meticulously organize and strengthen leadership and do a conscientious 

job in coordination and rendering services. Leadership at all levels 

and comprehensive economic departments must include this task in their 
agenda and concentrate their efforts on this vital task of invigorating 
the urban and rural economy. 


12662/12276 
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SHANDONG TOWNSHIP, TOWN ENTERPRISE GROWTH RAPID 
Jinan DAZHONG RIBAO in Chinese 4 Nov 85 p 1 


[Article by Wang Yuzhang [3769 5940 4545]: "During the National Economy's 
Sixth 5-Year Plan Period, Shandong's Township and Town Enterprises Grow 
Rapidly; Our Township and Town Industrial Output Value Accounts for 19.4 Per- 
cent of Our GVIO, Our Township and Town Enterprise Income Accounts for 37.1 
Percent of Our Rural Economy Income, Most of Our Products Are High or Standard 
Quality and Many of Our Products Enjoy Fairly Great Prestige Both in China and 
Abroad" ] 


[Text] During the Sixth 5-Year Plan period, Shandong's township and town 
enterprises have grown quite rapidly, their position and role in the national 
economy has become increasingly remarkable, and they have made major contribu- 
tions in vigorously developing the rural economy. 


--Shandong's township and town enterprise income and GVIO have increased 
steadily. Based on 5.88 billion yuan in income in 1980, our township and town 
enterprise income reached 14.06 billion yuan in 1984 and is expected to reach 
17.3 biliion yuan in 1985, or an average increase of 24 percent a year over 
the 5-year period. Based on a GVIO of 5.15 billion yuan in 1980, our township 
and town enterprise GVIO reached 9.82 billion yuan in 1984 and is expected to 
reach 13.7 billion yuan in 1985, or an average increase of 21.6 percent a year 
over the 5-year period. Our township and town enterprises have promoted com- 
prehensive agricultural-industrial-commercial management and rural commodity 
development, and their sales income now accounts for approximately 40 percent 
of our rural commodity economy income. 


--Shandong's township and town enterprise production standards and product 
quality have clearly improved. According to an investigation of some enter- 
prises, over 80 percent of our enterprises have good sources of raw materials, 
products which satisfy needs and good or fairly good production management. 
Our township and town enterprise labor productivity increased from 1,761 yuan 
in 1980 to 2,992 yuan in 1984, or a 58.8 percent increase. According to a 
1985 investigation of 5,525 products produced by 4,153 enterprises, 8.9 per- 
cent were high quality and 89.5 percent were standard quality. Our township 
and town enterprise have more than 120 varieties of export products, and the 
delivery value of this production accounts for approximately one-tenth of the 
delivery value of our export products. By the end of 1984, 2 of our township 
and town enterprise products had won national silver awards, 32 had achieved 
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departmental excellence and 46 had achieved provincial excellence. Many of 
our products enjoy fairly great prestige both in China and abroad. 


--Shandong's township and town enterprises have become a major national econom- 
ic pillar. The output value of our township and town industry accounted for 
19.4 percent of our industrial output value in 1984, or a 620-million-yuan in- 
crease over our 1969 industrial output value. The 1984 income of our township 
and town enterprises accounted for 37.1 percent cf our rural economy income, 

or a 220-million-yuan increase over our 1980 rural economy income. From 1981 
to 1984, our township and town enterprises paid 1,836,000,009 yuan in taxes to 
the state, or approximately one-tenth of our revenue for that period. 


--Shandong's township and town enterprises have provided employment for many 
of the rural labor force and increased peasant income. Our township and town 
enterprises have now provided jobs for 6,588,000 people, or 22.6 percent of 
our rural labor force. Our township and town enterprise payroll and peasant 
distribution in 1984 totaled 3.45 billion yuan, or 51.46 yuan per capita for 
our agricultural population. According to a typical investigation, our rural 
per capita income has topped 500 yuan a year, over 70 percent of which is in- 
come from industrial sidelines. 


12267/12859 
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FUJIAN'S 1985 SUPPLY, MARKETING SYSTEM SUCCESSFUL 
Fuzhou FUJIAN RIBAO in Chinese 12 Nov 85 p 2 


[Article by Lin Zhansheng [2651 0594 3932]: "Fujian Supply and Marketing Sys- 
tem Changes from Single-Product Management to Diversified Service, Develops 
Service Field, Has Brisk Buying and Selling; Provincial Purchase and Sale 
Figures Increase 20 Percent and 8.3 Percent, Respectively, over Same Period in 
1984; over 800 Commercial Industries Provide 20 Million Yuan of Export Goods 
Sources" 


[Text] From January to September 1985, buying and selling were brisk in 
Fujian's supply and marketing system, with their respective amounts increasing 
20 and 8.3 percent over the same period in 1984, and a good “four-growth" mo- 
mentum has appeared. 


Over the past 2 years, our supply and marketing system reform has just begun. 
It has encountered much competition, considerable difficulties, and even pas- 
sive conditions for a time. By the end of 1984, the sales volume of household 
consumer goods alone had decreased over 80 million yuan, and except for Xiamen, 
it had decreased to a great extent in all eight prefectures and cities through- 
out Fujian. Since 1985, our supply and marketing system has boldly reformed 
its management forms, actively developed the service field, invigorated buying 
and selling, and changed from single-product management to diversified service, 
enabling buying and selling work to develop. 


1. The management scope of agricultural sideline products has been expanded. 
Since markets for rural agricultural sideline products were opened, supply and 
marketing cooperatives at all levels have practiced joint agricultural-commer- 
cial management and provided preproduction and ongoing production services. 
They have not only expanded traditional specialty management, but also in- 
creased management of pork, poultry, eggs, acquatic products, grain, lumber, 
and their products. Statistics show that the sales volume of Fujian's agri- 
cultural sideline products has increased 15.4 percent over the same period in 
1984, 


2. Ways to stock industrial products have been expanded. Supply and market- 
ing cooperatives have smashed regional and trade barriers and stocked goods 
directly from factories in Fujian and other parts of China. They have not 
only increased the marketable supply of industrial products, but have in- 
creased the supply of high- and medium-grade commodities which are in short 
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supply and great demand even more, and the gross value of stocked goods 
throughout Fujian has increased 61 percent over the same period in 1984. Since 
goods sources have been plentiful, the amount of wholesale business between 
rural individual commerce and supply and marketing cooperatives has increased 
22 percent over the same period in 1984. 


3. The number of commercial industries has doubled, with the former approxi- 
mately 400 industries having now grown to 800. The products that they produce 
and process have also grown from such former simple ones as condiments, 
pickles, and pastries to products, such as processed agricultural sideline 
products, building materials, hardware, chemicals, business machines, clothing, 
shoes, hats, household sundries, and arts and crafts supplies. This has in- 
creased state taxes and profits over 6 million yuan. 


4. Varieties of export products have been increased. In addition to former 
traditional products, over 20 products, such as cotton, honey, jute, sesame 
seeds and tung oil, have been added, providing sources of export goods. Their 
direct export commodity value has topped 20 million yuan, or an increase of 23 
percent over the same period in 1984. 


12267/12859 
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SHAANXI ECONOMIC CRIMES DETECTED THROUGH INVESTIGATION 
Xi'an SHAANXI RIBAO in Chinese 12 Nov 85 p l 


/Article by Shen Yunjun £3088 0061 7486/: "Shaanxi Achieves Notable Results 
in Tax and Financial Revenue and Price | Inspection; More Than 20 Million 
Yuan in Illegal Funds Found in 2 Months Through Investigation"/ 


/Text/ The Shaanxi provincial symposium on tax and financial revenue and 
price inspection was held from 6 to 9 November. Attending the meeting 
were directors of inspection offices of various prefectures and: munici- 
palities and heads of work teams dispatched to various prefectures and 
municipalities and provincial-level units by the province. Vice Governor 
Zhang Bin /1728 2430/ addressed the meeting which was also attended by 
Zhao Huiqing /6392 1920 0615/, head of the work team sent by the State 
Council to Shaanxi. 


To make this inspection a success, Shaanxi had transferred more than 
13,000 specialized cadres, including cadres of department and bureau 
levels and section and team cadres under the counties and accountants 

and economic experts, by forming them into more than 2,670 work teams 

to penetrate factories and mining enterprises, business units and 
government organizations to supervise and assist in self-inspection 

and also carry out experiments in key localities. In 2 months, finishing 
at the end of October, 90,515 establishments throughout the province 
carried out self-inspection accounting for 57.89 percent of the self- 
inspected establishments. A total of 20.18 million yuan in illegal funds 
were found, accounting for 46.7 percent of the amount that should have 
been delivered into the state treasury. 


The notable results achieved in inspection earlier were due to the efforts 

made by the leadership at all levels in establishing pertinent organizations 

level by level, successful propaganda work and work in rallying public af 
opinion, the close cooperation and mutual support among various departments, 

efforts to give prominence to the main issues and consideration to general 

issues, attention given to blind spots on typical cases, and the carrying 

out of policies as promised by combining leniency with strictness. 

Representatives put forth six suggestions to ensure steady and in-depti. 

development of inspection work. The meeting also made arrangements in 

earnest for carrying out inspection work a step further. 


12662/12276 
CSO: 4006/506 
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ECONOMIC MANAGEMENT 


BRIEFS 


ZHEJIANG PRICE INSPECTION--Zhejiang's price inspection efforts in 1985 turned 
up 7,600 cases of price policy violations. They included 261 cases in which 
the amount of illegal income exceeded 10,000 yuan. The illegal incomes con- 
fiscated and the fines imposed on the units and individuals involved in these 
cases totaled 10.64 million yuan. Of this total, 970,000 yuan was returned 
to the consumers affected and 967,000 yuan turned over to the state treasury. 
[Summary] [Hangzhou Zhejiang Provincial Service in Mandarin 1000 GMT L5 Feb 
86 OWL /6662 


ZHEJIANG PERSONNEL FOREIGN STUDY--Zhejiang will select personnel from indus- 
trial and commercial enterprises to study advanced skills and management 
experience abroad. The province will hold foreign language ability tests 
twice annually for those personnel wishing to study abroad. The first 
foreing language test for this year will be held in Hangzhou, Ningbo, and 
Wenzhou on 2 March. [Summary] [Hangzhou Zhejiang Provincial Service in 
Mandarin 0400 GMT 21 Jan 86 OW] /6662 


CSO: 4006/768 
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FINANCE AND BANKING 


BANK OFFICIAL ON SUPPORTING EXPORTS, CONTROLLING IMPORTS 
Beijing ZHONGGUO JINRONG [CHINA'S BANKING] in Chinese 4 Aug 85 pp 9-11 


[Article by Zhao Bingde [6392 4426 1795], Vice President, Bank of China: 
"Support Exports, Control Imports; Promote Smooth Reform Implementation; 
Strengthen Macroeconomic Control, Stimulate the Microeconomy" ] 


[Text ] There is a new situation in China's state economy. It is one of 
continuous, stable and harmonized development. The economic system is 
beginning to break out of its ossiried and closed pattern that took a _ long 
time to form. Economic construction is taking a new path that is in keeping 
with China's present national conditions. The Bank of China [BOC] has done a 
lot of work and achieved rather good results in supporting economic 
construction and the development of foreign trade by actively using domestic 
and foreign funds through loan and investment channels according to state 
principles and policies. Nevertheless, we cannot lightly treat some problems 
remaining in China's economic development that are intimately connected to 
bank work, such as lax management of credit and consumption funds or having a 
bit too much money in circulation. These problems warrant our high regard. 


The BOC is the state's specialized foreign exchange bank. Based on the 
central government's requirement of moderately restraining social demands, 
controlling consumption and investment inflation and gradually liberalizing 
growth rates, the emphasis of the bank's work in the future should be to 
consolidate and develop good conditions to strive to support exports, control 
imports, rationally use foreign exchange and RMB funds, improve the economic 
results from loans and investments, and promote the smooth implementation of 
economic system reforms. 


I. Energetically Support Exports, Strive To Fulfil This Year's Export Earnings 
Plan 


Based on the export situation since the beginning of the year, the State 
Council promptly issued a nationwide notice regarding stimulating exports and 
ensuring the state's foreign exchange earnings. Supporting the development of 
exports and increasing foreign exchange income are _ the BOC's main 
responsibilities. In order to fulfil them, with regard to mastering credit 
funds, we must ensure that funds are used to purchase goods that are suitable 
for export and for supporting projects producing export earnings. 
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Additionally, we should fully utilize the beneficial terms of specialized 
foreign currency banks, improve service, closely coordinate with foreign trade 
departments, and resolutely increase exports. 


The leadership at all branch levels and credit departments must make use of 
the bank's special well-informed news sources and wide ranging contacts, 
utilize credit leverage and energetically help foreign trade departments 
fulfill local export supplies. This is the key problem for exports in the 
current year. When problems such as shortages of certain goods, rising 
prices, and conflicts between domestic and foreign sales are encountered in 
the fulfillment of supplies, we must improve investigation and reportage and 
ensure timely and rational solutions in accordance with the state policy of 
developing exports. We must actively help foreign trade departments establish 
long-term, stable foundations for hot-selling export goods in their areas. 


After exports are put on schedule, the BOC and foreign trade departments must 
adopt effective and strong measures to achieve safe and timely foreign 
currency incomes, such as improving the work of administrative and 
investigating units, guaranteeing the quality and quantity of export 
producers, launching express mail and electronic payment services, speeding up 
the early receipt of currency, establishing a sound and rapid export payment 
system for rapid receipt of overdue payments, strengthening the flow of 
business, giving good advice about foreign trade, and striving for rather 
advantageous or equal and mutally beneficial terms with respect to deadlines, 
currencies, and setting prices. At present competition in the international 
marketplace is fierce. We should pay special attention to problems regarding 
traders' credit and provisions for trade settlement. 


At present foreign trade is undergoing a planned, step-by-step reform. 
Privately-run and agent businesses overlap. We must consolidate the several 
thousand newly formed household import-export enterprises, promote a licensing 
system for imports and exports in a step-by-step manner, and implement a 
graded examination, approval and permit-issuance system for imports and 
exports. In order for foreign trade departments to adapt to the new measures 
adopted for opening up and reforming, the BOC must earnestly study, actively 
coordinate, and thoroughly implement them. Additionally, we must enhance 
management. To promote the normal development of exporting business and 
foreign exchange earnings, the bank has the authority to strictly supervise 
those who disrespect policies, regulations and the system; who adversely 
affect uniform business practices with foreign countries; who utilize a high 
proportion of retained earnings in certain areas; who settle accounts witn 
other areas for their local exports, and who hide or seize the state's foreign 
exchange. 


II. Control Imports, Ensure the Use of Foreign Exchange According to the State 
Plan 


To control imports the State Council issued a decision regarding strengthening 
foreign exchange management and a notice of foreign currency quotas to be used 
for planned imports by areas and departments in 1985. By means of 
certificates and foreign currency use and quota account revenue and 
expenditure transactions, the BOC and foreign trade- and foreign currency- 
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managing departments can strictly ensure that all areas and departments follow 
regulations and do not exceed state plans in the use of state-approved foreign 
exchange quotas. We must strictly adhere to the state plan and foreign 
exchange quotas set through various channels by related administrative 
departments, and in accordance with the provisions of the state's foreign 
exchange administration regulations, establish and perfect handling procedures 
for foreign exchange quota accounts, revenue and expenditure transactions and 
allocations. Certificates will not be issued when procedures are incomplete 
for any examination and transfer, allocation and transfer, or revenue and 
expenditure foreign currency quota transaction; when doing so adversely 
affects the bank's accurate calculation of funds or its control of foreign 
currency and foreign currency guarantees according to plan; or when usage is 
being monitored for adversely affecting the bank's acting according to 
regulations. The dank will not certify enterprises that were not authorized 
by the relevant government departments to engage in importing and exporting or 
those without government import licenses. We must master the approval process 
with reference to targets, quotas and usage. 


To effectively carry out the work of granting approvals and to protect the 
BOC's international reputation, all branches must follow the methods set by 
the main office for cash deposit acceptance with import certificates, and 
accept cash deposits strictly according to regulations. RMB and foreign 
currency should be accepted as required. The BOC has authority to refuse to 
issue certificates whenever cash deposits are turned in against regulations. 


When it is necessary to apply for approval of a BOC foreign exchange loan or 
investment, those applications that are within the plan which can be approved 
as regulated by the main office must be signed by and bear the seals of the 
foreign exchange credit office director and the trust department manager. 
Applications that are outside the plan or exceed the authority set by the main 
office must be passed on to nigher levels bearing the local branch director's 
Signature and seal on the application form. 


All uses shall be investigated, regardless of whether imports are accomplished 
by using foreign exchange that is state-allocated, local or departmental, or 
foreign exchange that is in the form of loans or investments from the BOC or 
other financial institutions. The bank should not grant approval or pay funds 
for any good whose importation is controlled by the state or that does not 
bear a license approved by the responsible department of the State Council. 


III. Control the Scope of Credit; Improve Economic Results of Fund 
Utilization 


According to the spirit of the State Council's circular, we must strictly 
control the overall scope of credit. All branches must strictly implement and 
not exceed the credit plan and credit balance drawn up by the People's Bank. 
In order to realize satisfactorily this year's credit plan, we must both 
enliven the economy and strengthen macroeconomic controls. The task of 
sustaining a continued, stable and coordinated state economic growth rate is 
arduous. Therefore, when developing business we definitely must thoroughly 
implement credit principles, policies and plans, and further define the 
emphases for credit and investment. We should be strict and flexible as 
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necessary. We must strengthen credit administration and continuously improve 
credit work standards and the results of credit use. 


This year's foreign trade export task is very important. Stocks of saleable 
goods wili certainly increase, and moreover, the price of certain exports will 
increase just as the need for funds will grow at each link along the line of 
purchases, allocations, transport, storage and account settlements. 
Therefore, the target of the BOC's liquid credits shculd mainly be oriented 
toward foreign trade enterprises and those approved for importing and 
exporting. Certain enterprises not related to the import-export business 
shall in principle not be granted credit. We must think of ways to recover 
funds already lent and guarantee the utilization of funds. Collective 
enterprises, state enterprises managed like collectives and enterprises run 
under a contract-profit system generally must have 30 to 50 percent of their 
own funds. Within the scope of possibility, some credit may be provided, but 
not all is to be accommodated. 


This year the state credit plan's target for the BOC's fixed asset loans and 
investments has increased but there is still a large conflict between need and 
possibility. We certainly must proceed from an overall standpoint and 
strengthen the administration of fixed asset loans according to state policies 
and regulations. Capital construction loans and investments must be 
controlled according to t\2 project, and must not exceed the state-issued 
plans. Enterprises' self-initiated capital construction shall not be given 
credit. Funds shall be granted according to the plan for technical 
transformation loans and RMB loans and investments which are completely 
covered by foreign currency funds. Extra recovered funds can be turned over. 
At year-end, unused quotas can be rolled over into next year. It must be 
stressed that BOC short- and medium-term credit for equipment exports and RMB 
loans and investments that are completely covered by foreign currency funds 
are mainly for foreign currency loans issued by the BOC and for complete 
foreign investments. If the figure falls short of the quota, we must stress 
and ensure that use is for complete foreign currency loans and investment and 
for export-earning projects. 


IV. Control the Extension of Foreign Currency Loans 


Leading comrades of the State Council recently stated that the BOC's foreign 
currency loans must be curtailed. We must thoroughly implement their 
instructions. 


We must strictly control foreign currency loans, investments and guarantees. 
1. The amount of currency for use is approved by the state and should not be 
exceeded. 2. Approved amounts should not exceed the amount of foreign 
currency under the state plan. 3. Foreign guarantees must be handled strictly 
according to regulations. Those that do not meet the terms or exceed credit 
limits shall not be paid. 4, Branches must gain the approval of the main 
office for foreign borrowing and capital subscriptions, and all loans must be 
brought into line with the foreign currency credit plan. 5. Credit approval 
and investment authority should be the responsibility of bank managers at 
every level and must not be relegated to other levels. Additionally, every 
foreign currency loan and investment target given to administering branches by 
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the BOC main office will be centralized and controlled so that dispersal and 
fragmentation are no longer easy. 


Under the principle of strict control, the points to be grasped hereinafter in 
every foreign currency loan and investment are: provided that the 
documentation meets requirements once an examination has been made and 
approval given for opening a letter of credit, BOC foreign currency loans and 
investments must be paid on time. We must do our utmost to obtain favorable 

interest rate loans. Funds recovered from floating interest rates and 
subsidized enterprise loans can be reloaned but cannot further increase the 
target or go beyond the year-end remainder. We must adopt measures to make 
both A and B special foreign currency loans generate balance in a sound cycle. 


This year we have begun to try out methods to control foreign currency credit 
and funds. Within the scope of policy directives every branch office should 
energetically enlist depositors, stabilze old accounts and develop new ones. 
All loans will be issued this year according to the plan and the main branch's 
relevant control measures regardless of whether the branch's deposits exceed 
or fall below the plan. We must continue to adhere to the Central Committee's 
policy of giving priority to the technical transformation and expansion of 
existing enterprises in terms of loans and investments and stress the 
unification of foreign currency loans, investments, and export earnings to 
mainly support projects with shorter terms, high results, high foreign 
currency earnings and quick recovery. 


In order to accurately understand and thoroughly implement the Central 
Committee's principles and policies, to promote the smooth implementation of 
the reform of the economic system and the development of the construction of 
the four modernizations, we must pay great attention to idelogical and 
political work, enhance party spirit, strengthen discipline and earnestly 
achieve and maintain political unanimity with the Central Committee. We must 
now pay particular attention to strictly implementing state credit plans and 
foreign currency credit and investment control measures, to maintaining 
financial discipline and to strictly controlling all payments and 
expenditures. The Accounting Law of the People's Republic of China has been 
announced and executed. Every branch office must highly regard and earnestly 
and thoroughly implement it. 


12615 
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FINANCE AND BANKING 


AGRICULTURAL BANK EXERCISES BETTER CONTROL OVER CREDIT 
Beijing RENMIN RIBAO in Chinese 2 Feb 86 p 2 


[Article by He Jiazheng [0149 0502 2973]: "Agricultural Bank Defines Measures 
To Better Control Credit by Tightening or Relaxing on Merit"] 


[Text] While strengthening macroeconomic control in compliance with the perti- 
nent guidelines of the CPC Central Committee and the State Council this year, 
the Agricultural Bank has also made efforts to improve credit control. The 
national conference of branch managers of the Agricultural Bank that ended on 

l February worked out, after discussion, several measures for better control. 


Reducing mandatory targets and expanding the scope of guidance in extending 
credit. Last year, numerous mandatory targets were set for the purpose of con- 
trolling credit more effectively without properly regulating the projects in- 
volved. This year the main office set forth three mandatory targets: limits 
on loans, loans for technological transformation, and loans for equipment to be 
used by township and town enterprises. Other loan targets may be set according 
to actual local needs and by adjusting priorities between projects and making 
overall plans for fundraising and the use of funds. 


Allowance for extending more loans in relation to more deposits. The confer- 
ence decided that the portion of the total amount of deposits in excess of the 
fiscal plan may be used for other loan projects not included in the targets 
under mandatory planning. This provision is conducive to improving the total 
volume of credit and easing the conflict of supply and demand in funding with- 
out affecting the currency issuance plan; it is also conducive to mobilizing 
the enthusiasm of Agricultural Bank branches at all levels in organizing funds 
so that more consumption funds will be turned into production and construction 
funds to stabilize market prices. The main office of the bank called on vari- 
ous branch banks to make good use of this portion of funds available for making 
"additional loans" and to put more of it in good use in agriculture with 
priority. 


Dealing with each case on its merits according to the degree of economic devel- 
opment in various localities. The main office of the bank called on various 
localities to deal with each case on its merits, even within a region, It was 
decided that this principle of dealing with each case on its merits would also 
be implemented in extending loans and that strict control should be exercised 
over the scale of investment in fixed assets and loans for current funds 

should be adequately extended with flexibility. 
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fhe credit policy for poverty-stricken areas should be readjusted and the pro- 
portion of deposit reserve funds of credit cooperatives should be adequately 
reduced; the proportion of one's own fund as a condition for borrowing should 
be reduced; the scale of loans should be expanded, and the time limit for de- 
velopment loans extended; 300 million yuan will be allocated this year for 
special loans in support of the poverty-stricken areas in developing the com- 
modity economy. 


Improving the quality in using funds. We should not lopsidedly interpret in- 
proving macroeconomic control as a means to increase the amount of funds only. 
We should perfect the system of fund management, improve credit-control 
measures and control and use credit funds effectively. The main office of the 
bank called on branch banks and credit cooperatives at all levels to act in 
strict adherence to the principles and rules and regulation governing credit 
and work hard in raising efficiency in the use of funds. 


The conference held that the demands being imposed on the financial departments 
in improving macroeconomic control while strengthening it at the same time are 
higher than ever. They required that the mandatory plan not be overreached and 
the results in using funds be improved by flexibly regulating and collecting 
interwoven funds so that control over them be tightened or relaxed on merit. 
This cannot be readily accomplished without setting a certain level of opera- 
tion and management. For this reason, banks at all levels must strengthen 
operations and management, educate and train the contingent of workers and 
staff members effectively, and raise the quality of their working personnel. 


12662/12859 
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FINANCE AND BANKING 


GUANGDONG REPORTS RECORD HIGH REVENUE IN 1985 
Guangzhou NANFANG RIBAO in Chinese 9 Jan 86 p 1 


[Article by Li Sensheng [2621 2773 4141]: "Guangdong Sets New Record in 
Financial Revenue in 1985 As a Result of Reform, Broadening Sources of Income, 
Reducing Expenditure and Plugging Up Loopholes, Fiscal Plan Fulfilled by 136.3 
Percent, Showing a Balance Between Income and Expenditure with Some Surplus" ] 


[Text] Guangdong's financial revenue was in good shape in 1985 achieving a 
balance between income and expenditure with some surplus. According to sta- 
tistics of the provincial finance department, Guangdong's revenue amounted to 
6.88 billion yuan representing 136.3 percent fulfillment of the fiscal plan 
and an additional income of 1.83 billion yuan. By comparison, it topped last 
year by 1.6 billion yuan or an increase of 33.8 percent, thereby setting the 
highest level in Guangdong revenue since the founding of new China. 


The CPC committee and governments at all levels in Guangdong had further 
strengthened leadership over economic work in the past 1 year ensuring the 
sustained, steady, and proportionate development of the national economy. 
Centering around the principles of “reforming, broadening the source of income, 
reducing expenditure and plugging up loopholes," finance and tax departments 

at all levels implemented the financial system with each level taking respons- 
ibility, thereby effectively arousing the enthusiasm for increasing income and 
reducing expenditure at all levels. The second step of the reform to replace 
profit delivery with tax payment was implemented in the state enterprises to 
ensure the steady increase in the state revenue and give more vitality to en- 
terprises. As a result, the economic results in enterprises were improved to 
some extent, basically achieving simultaneous increase in output value and 
sales and tax for profit payment and the state revenue. In the past year, 

some new taxes were also added, putting taxation into full play as an economic 
lever. Measures were also adopted to support economic development in the moun- 
tainous areas with a system, policies, and funds to help them get rich by ex- 
ploiting mountain resources. Since the fourth quarter of last year in partic- 
ular, a large-scale inspection in tax revenue and financial affuirs was car- 
ried out throughout Guangdong to ensure repayment of cheated, evaded, and 
deliquent taxes. All this created conditions for increasing financial revenue. 


In 1985, Guangdong had also overfulfilled the central task of raising funds. 
A total of 460 million yuan was raised for key energy and transportation con- 
struction projects fulfilling the annual plan by 143.8 percent; it also pur- 
chased 354 million yuan in treasury bonds fulfilling the annual plan by 104.1 
percent. Guangdong did its bounden share in striving to bring about a turn 
for the better in the state financial and economic conditions. 
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INDUSTRY 


CHINA'S LIGHT INDUSTRY DELIVERS HUGE SUM OF TAX FOR PROFIT 
Beijing ZHONGGUO QINGGONGYE BAO in Chinese 12 Jan 86 p l 


[Article by special correspondents Wang Fengxian [3769 1144 0341] and Wang 
Xiangxing [3769 4382 5281]: “Light Industry Reports Brisk Production and 
Sales and Improved Economic Results Last Year, 31.9 Billion Yuan in Tax 
Payment Replacing Profit Delivery Can Be Fulfilled; the Iacrease in 
Collective Enterprises Is Greater Than in State-Owned Enterprises"] 


[Text] Guided by the policy of invigorating the domestic economy and opening 
to the outside world, China's light industry developed very rapidly in 1985. 
An excellent situation in production and marketing unseen in many years 
emerged, with products sustaining brisk sales and with output value and 
economic results increasing at the same pace. This was described by a 
responsible person of the Ministry of Light Industry to the correspondents 
when touching on the subject of light industry production and marketing 

in 1985. The responsible person said that light industry production last 
year had three most distinguished characteristics: First, it developed at a 
fairly steady high speed. It was estimated that the gross output value of 
the system of light industry would reach 156 billion yuan in the whole year, 
an increase of 17.7 percent over the preceding year. Compared with 1980, 
the annual increase during the Sixth 5-Year Plan period averaged 10.7 percent. 
Such an increase in high speed was unprecedented in local history. It played 
an important role in balancing purchasing power, withdrawing currency from 
circulation, and stabilizing the market. Second, the output of brand name 
and quality products in great demand in the market increased markedly. 
Compared with 1984, refrigerators for household use increased 165 percent; 
washing machines for household use, 47.04 percent; brand name bicycles, 

11.8 percent; wrist watches, 11.77 percent; beer, 23.06 percent; glass 
products for daily use, 18.69 percent; synthetic detergent, 23.52 percent; 
plastic products, 6.98 percent; electric fans, 93.85 percent; stainless 
steel products, 50.55 percent; nonalcoholic beverages, 31.37? percent; 
fountain pens, 25.26 percent; and toys, 13.99 percent. Third, a synchronous 
increase in output value receipts from sales and tax in place of profit 
delivery. According to the statistics compiled from nearly 47,000 light 
industry enterprises with independent accounting systems based on the 
financial gauge of the Ministry of Light Industry, comparing the period from 
January to November 1985 with the same period in the preceding year, output 
value increased 20.76 percent, receipts from sales 26.32 percent, total tax 
payment replacing profit delivery 25.66 percent, in which total profits 
increased 22.34 percent. 





According to a responsible person of the financial division of the Ministry 
of Light Industry who revealed to the correspondents that, while carrying 

on with the reform in the past 2 years, light industry departments in various 
parts of the country continued to improve operations and management, set up 
and perfected the output-related responsibility system, adopted various 
measures to increase income and reduce expenditures, assimilated unfavorable 
factors, and improved economic results thereby bringing about a synchronous 
increase in the GVIO income from sales of products and tax payment replacing 
profit delivery. 


It was estimated that 31.9 billion yuan in tax payment replacing profit 
delivery for 1985 could be fulfilled. This would mean an increase of 60.3 
percent over 1980. This responsible person said that the light industry 
system couid possibly fulfill tax payment in lieu of profit delivery in the 
amount of more than 130 billion yuan during the Sixth 5-Year Plan period, 
averaging cumulative increase of 9.8 percent a year. He said that the rate 
of increase of collectively owned enterprises was higher than that of state- 
owned enterprises with the former increasing an average of 11.6 percent a 
year and the latter 9.3 percent a year. 
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INDUSTRY 


HEILONGJIANG'S SECOND INDUSTRY SHOWS SIGNS OF IMPROVEMENT 
Harbin HEILONGJIANG RIBAO in Chinese 13 Jan 86 p 2 


[Article by Heilongjiang's Second Light Industry Department: "“Heilongjiang's 
Second Light Industry System Shows Sign of Improvement--A Profit of Approxi- 
mately 150 Million Yuan Was Realized Last Year, an Increase of 20 Percent 
over Preceding Year"] 


[Text] By concentrating efforts on reform and strengthening management, 
Heilongjiang's second light industry system brought about an excellent 
Situation last year characterized by a marked increase in profit exceeding 
the increase in the amount of sales. By the end of last year, approximately 
155 million yuan in profit was realized, which represented an actual increase 
of 20 percent over the preceding year. 


For the past year, the second light industry has driven the reform in depth 
by implementing the factory manager responsibility system as a breakthrough. 
They learned from Ma Shengli [7456 0524 0448] from afar and factory manager 
Li Rong [2621 2837] of the Zhaozhou County Plastic Packing Factory nearby 
and commended 20 pioneering bureau directors and factory managers to show 
off many “capable persons" running the factories. According to statistics 
of 1,193 enterprises, 862 enterprises or 72.3 percent have instituted the 
factory manager responsibility system. The Fujin County Steel Rings Plant 
elected supply and marketing assistant Sun Zhixian [1327 1807 6343] plant 
manager and put forth a policy of “accurately and quickly respond to the 
market situation, quickly get on with production after successful experi- 
mentation, selling products quickly and quickly shifting to other products 
after the market reaches the saturation point.” As a result, 32 much- 
needed products in the market were developed and are being sold far away 

in 12 provinces, municipalities, and autonomous regions making a profit of 
more than 300,000 yuan. 


To solve the problems of second light industry enterprises arising from poor 
and weak foundations and lack of technology, equipment, funds, goods and 
materials, and plant buildings, the second light industry throughout the 
province has entered into coordinated operation jointly with its counterpart 
both inside and outside the system, inside and outside the province and the 
country. At present, 356 integrated entities have been organized, including 
102 integrated ones within the system and 254 outside the system. The 
integration has made available 65 million yuan in funding, 6,500 tons of 
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rolled steel, more than 5,000 cubic meters of timber and more than 2,000 

Square meters in plant buildings, and absorbed more than 500 technical 
management personnel. The Harbin Municipal! Second Light Industry Bureau 

pooled 40 bureau-affiliated factories and 120 enterprises both inside and 
outside the system to form into 42 integrated economic entities, which 

from January to October last year yielded 142 million yuan in GVIO, an increase 
of 36.2 percent over the same period of the year before last; and made 10.36 
million yuan in profit, an increase of 45.2 percent over the same period 

of the year before last. 


Heilongjiang's second light industry system has aiso popularized on a priority 
basis the 18 modern management measures drawn up by the State Economic 

Commission and introduced management procedures in enterprises with comparatively 
weak foundations to handle projects governing vaiue, network, analysis 

based on cost and profit and cost objectives. Based on an analysis of the 

650 enterprises which implemented the modern management methods, 106 enter- 
prises achieved results and created value amounting to 10.95 million yuan. 


12662/12828 
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INDUSTRY 


REPORT ON PIONEER OF CHINA'S AUTOMOBILE INDUSTRY 
HK210745 Beijing ZHONGGUO XINWEN SHE in Chinese 0231 GMT 18 Feb 86 


[Report by Sun Bicheng [1327 1801 2052]: "Meng Shaonong, the ‘King of Auto- 
mobiles’ in China”™] 


[Text] Wuhan, 18 Feb (XHONGGUO XINWEN SHE)--Meng Shaonong should go down in 
the history of China's automobile industry. Not long ago, this old expert, 
known as the "king of automobiles," celebrated his 70th birthday in the 
automobile factory in which he works. Celebrities of automobile circles at 
home and abroad sent letters and telegrams of congratulation, and he was 
praised as "the one who has pushed forward China's automobile industry.” 


Mr Meng Shaonong is one of the pioneers and founders of China's automobile 
industry. Over the past 4 decades, he has always strived at the forefront of 
the automobile industry. He took part successively in the preparations 

for building several large-type automobile factories, such as the No 1 Auto- 
mobile Factory of China, Shaanxi Automobile Factory, and No 2 Automobile Fac- 
which is in Hubei, and became deputy director and concurrently chief engineer 
of all three factories in succession. He has covered a distance of 100,000 
li, and rendered meritorious service to the development of China's automobile 
industry. 


Meng Shaonong's ancestral home is Taoyuan, Hunan, but he was born in Beijing, 
the former Peiping. At 20, he was enrolled in the Engineering Department of 
Tsinhua University. In the course of his study, he spent a year learning to 
drive a car. When the Luqougiao Incident broke out in 1937, he served for a 
time in a mechanized division in General Du Yuming's army That heavy 
equipment and backward technology made him feel deeply that being backward, 
China would be beaten, and that it was imperative to vigorously develop in- 
dustry if the Chinese nation was to be invigorated. Thus, he resumed his 
college study at the engineering department of the Southwest Associated 
University in Kunming. Because of his intelligence and hard work, he was 
enrolled in the famous U.S. Mas: sichusetts Institute of Technology as a post- 
graduate in 1941, passing the entrance examination with excellent marks. He 
majored in the automobile specialty, and through hard work, he got his MS 
degree in something over a year. In order to master more knowledge in 
application through practice in the factory, with a view to rendering service 
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ear for the voyage. He took up teaching at Tsinhua Universi 

came one difficulty after another in opening the automobi speciality 
in the Engineering Department, which laid the foundation for the Automobi 
Department of Tsinhua University. 


C ity, and over- 


The birth of New China ignited the long-cherished hope of Meng Shaonong: Why 
hould imported automobiles run on China's 

had ever left the print of their wheels on foreign land? “I do not want to be 
a professor any more; I want to build automobiles. I am determined to produce 
China-made automobiles!" Soon, he became deputy director of the preparation 
group for China's automobile industry, and in 1953 he was appointed chief 
engineer and concurrently deputy director of Changchun No ] 
With 3 years’ efforts in building the factory, the first batch of China-made 
automobiles in Chinese history were produced, thus ending the history of the 
Chinese being unable to manufacture automobiles. 
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Under the command of Meng Shaonong, the "Dongfeng”™ brand 5-ton truck manu- 
factured by the No 2 automobile factory was characterized by its great power, 
high speed, oil economy, and maneuverability. "“Dongfengs” have continued 
driving to all parts of the country, but Mr Meng was not intoxicated with the 
existing achievements. With the spirit of ntinuing the struggle, he ini- 
tiated the strategic target for the No 2 automobile factory of "creating a 
famous brand, winning a gold medal, and making it enter the world market.” 

He took an active part in organizing the design of the second and third gen- 
erations of automobile products, striving to transform the first generati 

f China-made automobiles, to promote a generation of new products, and to 
le. 7 - 


velop a generation of future products. 
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Mr Meng’s dream has finally come true. With the eighties, "Dongfengs’ have 


begun to enter the world market, and have been selling in more than IC coun- 

tries in America, Africa, and Southeast Asia. In 1985, the No 2 automobils« 

factory had an annual output of 90,000 trucks, a record high. The factory 
ins to produce 100,000 trucks thi ear, exceeding the annual output of 
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iutomobile factory. 


As chief engireer of this automobile factory, what is Mr Meng thirking of at 
present? He is thinking of taking a firm gras; f bringing up a lerge number 
f qualified people for the automobile industry. If China is to develop it 
wutomobile industry by a large margin, it will require the efforts of several 
generations. So now, Mr Meng is taking up his textbooks and mounting th 

latform of the Hubei Automobile lI tr Ins? t 


automobile factory. 





INDUSTRY 


BRIEFS 


CHINA'S TUNGSTEN INDUSTRY BLOSSOMING--By vigoronsly developing intensive 
processing of tungsten products and changing the export product mix in recent 
years, China's tuigsten industry has turned China from a tungsten resources 
power" into a “tungsten industry power." China ranks first in the world in 
tungsten reserves, concentrate output, and tungsten export volume. However, 
as tungsten has long been sold in large quantities as raw material, the 
advantage of tungsten resources has not been given full play. China's tung- 
sten industry has made a gratifying breakthrough in recent years in develop- 
ing intensive processing technology and new processes for tungsten products, 
greatly increasing the variety of intermediate and manufactured tungsten 
products. The varieties of primary processed tungsten products and finished 
products for export have increased from a few to several dozen in kind 
nationwide, of which the annual export volume of carbonized powdered tung.ten 
registered a 40-fold increase over 1981 and the output of tunsten material 
and export volume showed a more than 4-fold increase over 1983. At the sa: 


time, the quality of China's tungsten concentrate and tungsten products has 
improved considerably making them more competitive in the world market. Most 
of the tungsten mines across the country current are capable of producing 
many kinds of special products. The export volume of tungsten concentrate 
mines throughout China in 1985 increased by approximately 25 percent over the 
preceding year. Some products are famous in the world market. [Text] [Bei- 
jing RENMIN RIBAO OVERSEAS EDITION in Chinese 4 Jan 86 p 1] 12662/6662 


ZHEJIANG INDUSTRIAL OUTPUT--Zhejiang's industrial departments overfulfilled 
the 1985 output value plan by 21 percent. State-run industrial enterprises 
increased the 1985 output vaiue by 13./1 percent over that of 1984; sales 
turnover, profits, and taxes increased by about 20 percent over the previous 
year. [Summary] [Hangzhou Zhejiang Provincial Service in Mandarin 1000 
GMT 16 Jan 86 OW] /6662 
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CONSTRUCTION 


BRIEFS 


ZHANGJIAGANG DEEP-WATER BFRTHS APPROVED--The two newly completed deep-water 
berths for 20,000-ton vessels in Zhangjiagang passed state inspection for 
take-over today. The new piers were completed and commissioned 6 months 
ahead of schedule, adding an extra 700,000 tons in annual comprehensive 
passage capacity. They will play a positive role in further promoting 
domestic and foreign trade and satisfyir., the requirement to open ports along 
the Chang Jiang for foreign trade. Zhangjiagang, located at the juncture of 
Jiangsu's Shazhou and Jiangyang counties, is an excellent deep-water haven 
capable of loading and unloading cargo year-round. It was originally equipped 
with two 10,000-ton-class and two 5,000-ton-class landing stage-type float- 
ing piers. In 1982, the Fifth NPC approved the opening of ports to foreign 
ships. To meet demands arising from the rapid development of foreign trade, 
the state approved the expansion of Zhangjiagang. The first-phase expan- 
sion project completed at this time included two platform and beam-type 
permanent piers which are 180 meters long and 30 meters high, a storage 

area covering 53,600 quare meters, roads in the harbor district covering 
22,000 square meters, and accessory projects including the No 701 depot and 
an equipment depot covering 7,700 square meters, with a total investment of 
more than 31.8 million yuan. [Text] [Nanjing XINHUA RIBAO in Chinese 

22 Dec 85 p 1] 12662/6662 


LIAONING EXPORT BASES REGULATION--The provincial government formulated provi- 
sional regulations on building bases for the production of export commodities 
and factories for the production of specialized export products to encourage 
the enterprises to create more foreign exchange by offering more export prod- 
ucts. The bases for the production of export products and factories for the 
production of specialized export products can be built on the condition that 
the enterprises have a certain scale of production and fix quotas tor the 
production of qualified, marketable export products. Through examination and 
approval, the provincial government shall issue certificates to the units 
that are applying for the construction of the bases for the production of 
export commodities and factories for the production of specialized export 
products. Favorable assistance must be given to these bases and factories 

in terms of the supplies of goods and materials, the quality of products, 
prices, and technological transformation. The proportion of foreign exchange 
retained by these bases and factories should be higher than that of the ordin- 


ary enterprises producing export products. So far, the provincial government 
has approved the construction of the first group involving 21 bases and fac- 
tories of these kinds. [Text] [Shenyang Liaoning Provincial Service in Man- 


darin 2200 GMT 17 Feb 86 SK] /6662 
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FOREIGN TRADE AND INVESTMENT 


EXPORT OF NATIVE PRODUCTS NETS $2.3 BILLION 
Beijing RENMIN RIBAO OVERSEAS EDITION in Chinese 26 Dec 85 p 1 


[Article by Feng Xiao [7458 7197]: "Export of Native Products Nets $2.3 Billion 
in 1985"] 


[Text] There is an increasing demand in foreign countries for our native and 
animal products, such as jute, gunnysacks, firecrackers, and fanfare, such 
animal feeds as corn and bean husk, honey, carpets, feathers, goat hides, and 
medicinal herbs. Up to the end of November, the export of our native and 
animal products has earned $2.32 billion. It is expected that the quota for 
the year will be exceeded. 


Qi Guangcai [7871 1684 2088], general manager of the head office of the China 
Native and Animal Products Import and Export Co., told the reporter some 

days ago that the export of our native and animal products had been on the 
rise throughout the entire Sixth 5-Year Plan period, that total exports 
during that period had reached $11.7 billion, that there had been an increase 
of 56 percent compared to the Fifth 5-Year Plan period and that such exports 
comprised 10.15 percent of those of all types of commodities from the nation. 


Qi Guangcai stated that the head office of the Native and Animal Products 

Import and Export Co. had sought to promote C™crts, on the one hand, and to 
increase the supply of goods, on the other, during 1985, that many branch 
companies had made use of their information on various commodities, their 
export capability and the support they had given to promote production to 
conclude agreements and contracts expeditiously and to ensure the supply of 
goods. Some companies have also made use of their branches or affiliated 
enterprises to engage in direct purchasing. As to the purchasing of commodities 
in demand and the support they have given to promote production, these companies 
have imported such urgently needed materials as chemical fertilizers, steel, 

and transportation equipment in order to ensure a greatly increased supply of 
export commodities. While the task of promoting exports has been made more 
difficult in view of the somewhat unfavorable international market situation 

in 1985, units of the Native and Anima! Products Imvort and Export Co., in 
addition to increasing the sources of supply, have been able to avail themselves 
of their overall advantage to unite as one in engaging in external operations 

in accordance with the relevant stipulations regarding coordination and 
management, to seize the opportunity to conclude transactions in time and to 
increase exports in order to increase foreign exchange earnings. 
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According to Qi Guangcai, the Native and Animal Products Import and Exvort 
ill, during the Seventh 5-Year Plan period, continue to improve its 

ional markets in Japan, Europe, the United States, Hong Kong, and 

lacao in accordance with the principle of increasing foreign exchange earnings 

for the state and to direct its efforts toward the opening of new markets and 


+ 


increasing its export foreign exchange earnings. 


9621/7687 
CSO: 4006/589 
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FOREIGN TRADE AND INVESTMENT 


PRINCIPAL ACTORS IN FOREIGN ECONOMIC RELATIONS DISCUSSED 
Beijing FAXUE ZAZHI [LEGAL RESEARCH] in Chinese No 4, 15 Aug 85 pp 17-19 


[Article by Liao Yanbao [1675 1693 6283]: "The Question of Principal Parties 
in Legal Economic Relations Involving Foreigners" ] 


[Text ] The relationships of legal responsibilities arising from economic 
relations involving foreigners are called foreign economic legal relations. 
The term "principal parties" refers to the parties in joint ventures and 
cooperative enterprises, or the parties in buying and selling, leasing, 
credits and loans, transportation, contracting, acting as agents and in 
employment of personnel, as well as the parties in any other economic 
relation. The two parties in these relationships are persons who enjoy rights 
as well as persons who undertake obligations; they constitute an indebtedness, 
where creditor's rights and debtor's liability are mutual opposites, clearly 
defined by the provisions of contract or treaty and guaranteed by law. The 
principal party in this kind of foreign economic legal relationship is 
prescribed by law, namely in Article 18 of the Constitution of the PRC: "The 
PRC permits foreign enterprises, or other economic organizations or 
individuals to invest in China and to engage in various forms of economic 
cooperation with Chinese enterprises or other economic organizations according 
to the laws of the PRC." The provisions of the Law on Joint Ventures with 
Chinese and Foreign Investment are fundamentally the same as the provisions of 
the constitution, only that the term "corporation" had been added. The 
Guangzhou Provincial Regulations on Special Economic Zones [SEZ's] added the 
terms "overseas Chinese, compatriots from Hong Kong and Macao and their 
coporations and enterprises." The special regulations of Guangzhou Province 
also iist Taiwan compatriots and their corporations and enterprises, and 
designate the other party merely as "our side." In this way, the principal 
parties in the foreign economic legal relations become rather complex, 
involving overseas Chinese, Hong Kong compatriots, Taiwan compatriots and 
their corporations an enterprises. They are not "foreign," but still are a 
party that comes to China to invest or to engage in various kinds of economic 
cooperation. If we differentiate China as one side and all the others as’ the 
ether side, the principal parties in the foreign economic legal relationship 
can be represented as follows: 
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One side: Chinese enterprises and corporations 
Other Chinese economic organizations 


The other side: Foreign enterprises and corporations 
Other foreign economic organizations 
Foreign individuals 
Overseas Chinese, Hong Kong and Macao 
compatriots, Taiwan compatriots, their 
enterprises and coporations 


A. Questions about the Principal Foreign Parties in the Foreign Economic Legal 
Relationship 


This is comparatively clear. Apart from overseas Chinese, Hong Kong and Macao 
compatriots, Taiwan compatriots and their enterprises and corporations not 
really being "foreign," as we said before, but for understandable reasons 
included among the “other side," about which we do not comment further, the 
principal parties on the foreign side are constituted by two kinds of persons, 
juristic and natural persons. In foreign countries and in international 
economic intercourse, the principal parties of legal relations are always 
these two kinds of persons. Juristic persons are social organizations that 
attain the status of subjects with rights and obligations by provisions of the 
law; matural persons are living persons who by birth attain the status of 
subjects with rights and obligations and who are capable of bearing 
responsibilities. China has not yet instituted an extensive system of juristic 
persons, but in foreign economic legal relations it has acknowledged the 
existence of juristic persons some time ago to meet the needs of international 
economic intercourse. The earliest was in July 1979 when Chinese juristic 
persons were first mentioned in a Chinese law, namely in the Law on Joint 
Ventures with Chinese and Foreign Investment, when it was recognized that the 
Chinese-foreign joint venture enterprises established on Chinese territory 
were Chinese juristic persons. 


This makes it fairly clear who the main parties in foreign economic legal 
relations on the foreign side are. In actual working conditions, there are 
still many comrades who do not yet clearly understand that foreign natural 
persons can also constitute parties in foreign economic relations, and 
therefore do not deal with them, losing opportunities for certain economic 
relations. This condition will gradually be mended; once these comrades are 
organized to study the constitution their knowledge will be expanded and they 
will be improved. 


We merely have to pay attention to one phenomenon, namely that a party may be 
neither juristic person nor natural persons. There exist such economic 
organizations in between the natural and the juristic persons, the _ typical 
representative being the partnership. In an examination of legal history we 
find that in every country the natural person was always the first entity 
endowed with civil rights and obligations. It was only due to social and 
economic developments and the rapid development of commodity economy that the 
juristic person gradually came into being. Later, commercial affairs branched 
off from civil affairs and became an independent branch of jurisprudence. 
Juristic persons of economic relations are mostly persons of private law. In 
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the process of developing from natural to juristic person, there inevitably 
appeared intermediary forms of economic organizations. Since commerce has a 
history of several thousand years, partnerships existed 2,000 years ago and 
legally exist in foreign countries down to the present. 


There are two kinds of partnerships, profit-making and non-profit-making. 
Since the present article discusses foreign economic relations, we shall limit 
our discussion to the profit-making partnerships. The partnership is an 
agreement between two or more persons to join part of their property for the 
joint operation of a business for the purpose of sharing the profits earned in 
a business operation. The partnership has four distinctive characteristixcs: 
First, the mutual rights and obligations between the partners are agreed upon 
and determined in the partnership agreement, and not by specific legal 
provisions as in the case of corporations. Second, the partners are jointly 
and severally responsible for the liabilities of the partnership; to liquidate 
an external debt, every partner shares the liability according to the 
partnershiup agreement. Third, important economic questions of partnership 
organization must be decided jointly by all partners. Fourth, the laws of 
many countries have long refused to treat the partnership as a juristic 
person. This has become standard international practice. Only quite recently 
have some countries allowed partnerships to register as juristic persons. For 
instance, in France, law No 78-9 of 4 January 1978 laid down the new rule: 
"Article 1842; Apart from silent partnerships of Chapter 3, partnerships may 
enjoy the status of juristic persons from the day of their registration." In 
partnerships that have acquired this status of juristic persons, the partners 
are no longer individually and jointly responsible for debts (i.e., they are 
only responsible to the extert of their share of investment). Partnerships 
qualifying as juristic persons can also hire non-partners to run the business. 
A prerequisite for attaining juristic personality is registration. Partners 
who have agreed not to register or who are unwilling to register their names 
are called "silent partners," and such partnerships cannot attain juristic 
person status. Thus most of the partnerships encountered in current 
international economic intercourse are still neither juristic nor natural 
persons. 


The situation is then such that whereas China does not regard partnerships as 
one of the principal parties on the foreign side of its foreign economic 
activities, and refuses to have dealings with them, opportunities are lost to 
establish economic relations, and if the partnership is economically of a 
superior type and technologically highly qualified, it is an even greater loss 
of opportunity for foreign economic and technical cooperation, thus most 
unfavorable for China. It is therefore necessary for us to regard partnerships 
aS principal parties on the foreign side in foreign economic legal relations. 
We must not leave them out in the cold just because they are neither juristic 
nor natural persons. However, since partnerships are after all complex 
structures, it is also necessary for us to be exceptionally alert when we 
engage in economic relations with foreign partnerships. We must’ thoroughly 
investigate and study their history, their capital, their reputation, and the 
conditions of all the partners, their residences, etc., t) gain a very 
thorough understanding of them, to avoid any deception, and to be prepared to 
successfully press a claim in case any problem should arise. 
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A Similar case is "economic organizations." Article 18 of the PRC 
Constitution permits foreign economic organizations to invest in China and 
engage in every form of economic cooperation, which makes foreign "economic 
organizations" one of the principal parties on the foreign side in our foreign 
economic legal relations. There is no legal interpretation and no conclusive 
opinion among legal scholars yet for the term "economic organizations." 
Generally, what is called an "economic organization" is a social organization 
that has its own independent financial resources and engages in economic 
activities with the aim of making profits. For instance, a chamber of 
commerce, though a social organization, is not consi.ered an economic 
organization. Economic organizations that have registered in a country as 
juristic persons are indeed juristic persons; those that have not are not 
juristic persons. Foreign economic organizations that are not juristic persons 
(they are of course not natural persons either) must be treated by us in the 
Same way as partnerships that are not juristic persons. They can be principal 
parties on the foreign side in foreign economic legal relations. Some foreign 
laws have explicit provisions in this respect. For instance, Mexican law 
prescribes: "Foreign economic entities that are not juristic persons .. . may 
become foreign investors and invest in Mexico." With regard to foreign 
economic organizations, Chinese law does not mention whether they are juristic 
persons, but of course includes both types. It is permissible to have 
dealings with them, but prior investigation and understanding is necessary to 
avoid coming to grief. 


B. Questions Concerning the Chinese Side in Foreign Economic Legal Relations 


This is a rather complex question, with distinctive traits of Chinese 
socialism. According to strict legal provisions, there are only Chinese 
enterprises, corporations, and Chinese economic organizations. However, 
according to actual conditions, it is much more complicated, as the following 
analysis will show. 


1. Government organs: The state is a juristic person of public law; it is 
represented by the central government and is of course a juristic person. 
However, can the governmental organs of a country be principal parties in 
economic legal relations and directly engage in economic and business 
activities? The legislation is different in various countries. It is denied 
in the Italian commercial code and admitted in the French commercial code. 
Japanese commercial law holds that commercial law applies to them, excepting 
specific provisions to the contrary. Anglo-American case law permits’ then, 
but will not allow them to enjoy the usual state immunities. Actually, there 
is no lack of precedents for states engaging in economic and business 
activities. Many of the newly established independent states act in this 
manner. For instance, the law of the Republic of Gabon prescribes that 
important foreign enterprises wishing to invest in Gabon "may conclude 
agreements with the government for the establishment of enterprises." As _ to 
socialist countries, because they practice socialist public ownership of the 
means of production, they frequently are the principal parties when concluding 
economic and trade agreements with other countries (the conclusion of this 
kind of state-to-state economic and trade agreements occurs also between 
nonsocialist countries, but is most widespread among socialist countries). 





Since China instituted its open door policy, there nas also been no lack of 
conomic cooperation contracts concluded by departments of the state government 
or local governments and their respective foreign enterprise departments. 
Further study is needed to determine what the benefits or disadvantages are 
and whether they are appropriate. On the theoretical and legal plane, the 
arrangement between the two parties is not reciprocal. Viewed from the 
standpoint of the central authorities and the fundamental spirit of reform of 
the economic system, there is the demand for a separation of government 
administrartion and enterprise management and the demand not to have 
government administration take the place of enterprise operations. 


2. Juristic persons: According to stipulations in the economic contract law, 
the formation of a juristic person depends on four conditions: a certain 
organizational structre, independent property or budget, capability to 
transact ‘Susiuess and assume economic responsibilities in its own name, and 
approval or registration by the agency designated by the state. Article 8 of 
the Provisional Regulations Governing State-Operated Industrial Enterprises, 
promulgated in April 1983, prescribes that state-operated industrial 
enterprises are juristic persons. The Central Committee's Resolution on the 
Reform of the Economic Structure, adopted by the 3d Plenum of the 12th CPC 
Central Committee on 20 October 1984, points out that enterprises should 
become juristic persons and emphatically refers in this respect to state- 
operated enterprises, including industrial, construction, communications, 
commercial and service enterprises. The general provisions of the State 
Council's Provisional Rules Concerning Certain Policy Questions in Connection 
with City and Town Collective Ownership Economy, promulgated on 14 April 1983, 
prescribe: "City and town units with collective ownership attain the status of 
juristic persons as soon as they obtain their business permits." Apart from 
the above-mentioned enterprises, all state agencies, industrial entities, and 
social organizations can attain the status of juristic persons merely by being 
approved by the agency designated by the state or by effecting their 
reghistration. 


3. Economic organization that are not juristic persons: The resolution of the 
3d Plenum of the 12th CPC Central Committee pointed out: "If we are to 
speedily develop all production and construction undertakings, and to achieve 
at an early date the nation's prosperity and strength and well-being and 
happiness for our people, we must mobilize all positive factors, and under the 
guidance of state policies and plans carry out a policy of all three--the 
state, the collective and the individuals--moving up together, firmly maintain 
the development of diverse economic forms and diverse business patterns, and 
on the foundation of independence and self-reliance, reconstruct through our 
own efforts equality with mutual benefit and mutual trust and energetically 
develop foreign economic cooperation nd technological interchanges." 
According to this statement, China's economic organizations of non-juristic 
personality can, of course, also become one of the principal parties of 
foreign economic legal relations. 


Owing to the development of individual industrial and commercial business 
units and specialized agricultural households in the huge rural and urban 
areas of the entire country, a large number of economic organizations has 
emerged which are not juristic persons and in their characteristics resemble 
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partnerships. For instance, in the cooperative business organizations 
urban workers (see State Council rules of 13 April 1983), funds or assets are 
put up by the members of the organization as their shares, but still remain 
private property of the individuals. Members receive distributions according 
to the work they have performed, and whetever remains after payments into the 
accumulation and welfare funds is available for the payment of profits on the 
Shares. These cooperative business organizations of workers must apply for 
and be granted business permits by the local organ in administrative charge of 
industry and commerce. Then there are also cooperative commercial 
organizations, peasants in joint production purchasing motor-driven vehicles 
or boats and tractors and engaging in transportation, which also resemble 
partnerships in their special traits. In addition there are also short-term 
partnerships, temporary organizations to achieve a single task or conduct a 
single business operation, and single-project associations that are dissolved 
upon completion. There are also economic organizations for joint production 
and marketing, and so on. 


To sum up, guided by the open door policy of the state, these types 
economic organizations engaged in foreign economic cooperation may emerge 
all special economic zones, open cities, and economic development zones, or 
the initiative for these types of economic organizations must still be 
awakened and they must be mobilized to engage in diverse forms of economic 
cooperation with foreign parties. Of course, this cooperation will be of an 
auxiliary nature and involve small amounts, such as importing small amounts of 
materials for processing, importing plans for processing, importing samples, 
and assembly, small-scale plantation and breeding operations for export, as 
well as such service operations as transportation, repairs and providing 
labor. These conditions are already to be found in the Shenzhen SEZ. In 
theoretical respects, we have to recognize that they are principal parties on 
the Chinese side in foreign economic legal relations. 


- © 


4. The individual: According to the law, there are no individuals among the 
Chinese parties to foreign economic legal relations. However, in reality 
individual operators and individual business units exist in the cities and 
villages of the SEZ's, in the open cities, and in the economic development 
zones. As soon as their business activities involve foreign parties, they 
become one of the principal parties on the Chinese side in the foreign 
economic legal relations, either independent parties or as parts of joint 


parties on the Chinese side. 


At the start of developments at the Shenzhen SEZ, some individual operators 
did their own planting and selling, moved back and forth between Shenzhen and 
Hong Kong and Macao, carrying fresh vegetables, aquatic products, flowers and 
plants on shoulder poles, starting early in the morning and returning in the 
evening. They possibly concluded short-term purchasing and sales contracts 
with Hong Kong and Macao merchants. Some people also engaged in small-scale 


service trades, trafficking and transpotation. Certain malpractices that 
sprung up with these activities (e.g. smuggling), still exist, although 
conditions have improved through readjustments aud strengthening of contr 


The law may have no provisions, but the problems exist in reality, and we may 
possibly analyze them under two aspects. On the one hand we must acknowledge 
their existence, and on the other we must appropriately assess their econom! 





effects. On the one hand we must see the reality and on the other we must 
carry out a macroeconomic study based on the social system. As to the 
operations of individuals who rely on their own diligent work to build up a 
family fortune, the policy of having their legitimate income receive legal 
protection must be uniform for the interior of the country, for the SEZ's, 
open cities, and economic development zones. However, when it comes to 
economic relations with foreign parties, because of the extremely intensive 
competition on the international markets, and international capitalists being 
formidable opponents, if individuals engage in such activities there is 
considerable danger that we may also motivate them to establish contacts with 
State-operated enterprises or encourage them to engage in cooperative business 
operations that would be a kind of protection for the individual business 
operator. The developed capitalist countries have definitely adopted policies 
of encouraging their medium and small-sized enterprises to act jointly in 
facing foreign parties. We have even more reason to encourage our individual 
operators to have them join together. This is one reason why the law does not 
provide for individuals to be principal parties on the Chinese side in foreign 
economic legal relations. This illustrates the distinctive characteristics of 
Chinese socialisn. 


9808 
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FOREIGN TRADE AND INVESTMENT 


LEGAL STATUS OF INDIVIDUAL ECONOMY IN FOREIGN TRADE 
Beijing FAXUE ZAZHI [LEGAL RESEARCH] in Chinese 15 Aug 85 pp 20-21 


[Article by Li Yong [2621 3144] and Chen Hongjun [7115 4767 6511]: "Tentacive 
Exploration of the Legal Status of Individual Economy in Foreign Economic 
Relations" ] 


[Text] The Chinese working people's individual economy refers to a unique 
socioeconomic component within our socialist national economy at this stage; 
it refers to the individual workers who, under the guidance of the state plan, 
are direct owners of certain means of production, master certain work skills 
and, furthermore, arrange by themselves the entire process of their 
operations, also enjoying the right of disposing by themselves of the fruits 
of their labor. It is a necessary complement to the Chinese public ownership 
economy at the present stage. It is a pattern of economic activity, the 
conscious engagement in creative work, by which the individual workers in city 
and countryside render service to socialist construction. It is also the most 
active element in the market regulation within our planned economy. 


Presently, following the comprehensive initiation and gradual deepening of the 
reform of China's economic structure on a nationwide scale, a large number of 
specialized agricultural households, individual households, and urban 
residents individually engaged in industry and commerce have emerged. They 
have by now become a positive force, with an abundance of vitality, that 
enlivens China's national economy. Especially in the last few years, the 
effect of the developing individual economy has become gore conspicuous day by 
day. The number of persons engaged in it has increased, according to 
Statistics, from 140,000 in 1978 to 7,548,000 in 1983, a 53.9-fold increase. 
In the period from 1979 to 1983, the number of network outlets of stores, 
catering services, and service trades increased by an additional 5,349,000, of 
which 4,742,000 were individual operators, accounting for 88.7 percent of the 
total number. Not only have their numbers increased, but the scope of their 
business has also achieved new breakthroughs. For instance, three peasants in 
Jixian County of Hebei Province raised funds and started a children's hospital 
to address the problem of inadequate medical facilities in their area. 
Special mention must also be made of a demobilized soldier who was assigned ¢t 


work in the cultural bureau of Dalian Municipality. To provide facilities for 
the masses, ne resigned his post, raised some money, and started nis own phot 
booth, later enlarging it into a photocopying establishment and has by now 
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regulations, like those concerning joint ventures with Chinese and foreign 
tment, cooperative production, oy eats development, n 

Dly of imported materials, financial credi and loans, f 
l, c., have no bearing on the question of individu 
engaging in foreign economic activites. 


wy © 


H » according to the law that our national conditions and opr 
elations must definitely be in accord with the iature of the opr 
» individual eccaomy will exist and furthermore appropriately 
a historical period of socialism of considerable length. It i 
re also necessary that the development of the economic foundation be 
-¢d Dy a continuous perfection and consolidation of the legal system 
which nstitutes the superstructure. This conforms with the basic principles 
of Marxisa. 


e present PRC Constitution and the resolution of the Central Committ 
the reform of the economic structure both substantially affirm the ro 

Zividual economy in the developmental system of the entire national ec eens 
le 11 of the Constitution reads: "The individual economy of urban and 

workers complements the socialist pubiic ownership economy within the 
prescribed by law. The state protects the lawful rights and intere 
vidual economy." The CPC Central Committee Resolution on the Reform o 
the Economic System points out: “Since we are to speedily develop the variou 
produ uction “and construction undertakings and quickly bring about the stat 
prosperity and strength and the people's well-being and happiness, we mus 
mobilize all positive factors and, under the guidance of state plans and 
policies, carry out a policy whereby the state, the collective and the 
individual together take the road to common prosperity, and we must also 
ist in the development of diverse economic forms and diverse patterns of 
isiness operations. On the foundation of independence and self- 
jetermination, reconstruction through own strength, equality and mutual 
benefit and mutual trust, we shall energetically develop economic cooperation 
and technological exchanges with foreign countries." 
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In its Resolution on Certain Questions in the History of Our Party Sinc the 
Founding of the PRC, the CPC Central Committee also clearly stated: “The ‘state 


economy and the collective economy are the basic forms of the Chinese economy. 
ne working people's individual economy within certain prescribed limits is a 
necessary complement to the public economy.” From the spirit of the series of 
guicelines, policies and resolutions, we are able to gain the understanding 
tnat ilaunching economic cooperation and technological exchonges with the 
putside world as well as raising our national economy to a higher level are 
ur urgent tasxs at the present stage, and tha. there are @any Ways and means 
t accomplish these tasrs. To carry out a policy of having the state, tt 
oOLlective and the individual together take the roisc to common prosperity 
within the limits prescribed by law complies with the fundamental cemands 
sonomic development and the basic interests of the masses. By such reasoning 
#e conclude that the Constitution and the Central Committee resolution provide 
i reliable policy support and legal guarantee for the individual economy '* 
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engage in foreign economic activities. 











Today, our individual economy, using its own funds and investing jointly or 
cooperating with foreign capital, or engaging in other economic activities 
with foreign parties, has many advantages. First, it does not require state 
investment and thus saves the treasury funds. Second, in cooperating with a 
foreign firm in production and pousiness operations, the individual businessman 
can learn from the advanced managerial experiences of his partner and import 
advanced technologies and equipment, also have a "pinning-down" effect on 
foreign merchants. Third, the state will also be able to strengthen its 
guidance and supervisory control by such economic levers as taxation, which 
will bring prosperity and strength to the nation. If we formulate today, 
based on the actual conditions of the economic development, legislation that 
will effectively protect the individual business operators in foreign economic 
activities, we believe we shall with certainty create a group of capable 
businessmer, highly proficient in economics and in dealing with foreign 
merchants. 


Our legislative action may start out from the following aspects: 
A. The Legal Meaning of the Individual Operator 


The Central Committee should prescribe: no member of any party or government 
organ shall be permitted to engage in any kind of economic activity. Persons 
who are already serving as officials in state enterprises and industrial units 
or people's organizations, military personnel on active duty, and personnel in 
units of collective enterprises cannot as individual operators vake part in 
foreign economic activities, because the personnel of state organs have the 
responsibility to implement state guidelines and policies, to manage the 
public affairs they are charged with as representatives of the state, and to 
efficiently perform administrative work, none of which is concerned with 
conducting business for profit. Will it then be possible for every one of our 
urban and rural individual households and specialized households to engage in 
foreign economic activities? We do not believe that this will be the case. 
Incividual businessmen who may participate in foreign economic activites must 
have the following qualifications: 


1. They must have an adequate financial foundation or a certain amount of 
means of production. 


2. They must have a certain amount of experience in business management. 


3. They must have a special skill for the masterful production of certain 
products, while requiring the importation of advanced technology or equipment. 
In actual practice, we will require gathering further experiences as to what 
is to constitute the suitability of an individual operator to engage in 
foreign economic activities, so that we would be able to draw up pertinent 
decrees, laws and regulations, based on a summary of all these experiences. 


B. The Scope of Business Activities 


According to the spirit of the Constitution, which states that individual 
economy is a complement to the socialist public ownership system, there have 
to be clear and definite legai limitations to the scope within which 








individual economy may engage in foreign economic activities. In addition, 
the actual trading ability and finances of the individual operator himself 
will impose limitations. It is therefore our opinion that the individual 
operator should generally not be permitted to engage in the following business 
operations, either as joint ventures or in cooperative enterprises with 
foreigners: material resources, such as water, minerals, electric power, fuel, 
motive power and railways, items which have a direct bearing on the lifelines 
of the national economy; also the banking, ordnance, and propaganda 
(newspapers and periodicals) sectors. The principle for an initial limitation 
of the scope of their activities must be the policy of "priority to be 
handicraft industry and service industry." These comprise: all kinds of 
small-scale handicraft industries, catering trade, service trades, repairs, 
house repairs, fashionable dress designing, aquatic breeding, processing of 
local and specialty products, small-scale transportation of freight and 
passengers, information and consulting services, and any other trades needed 
by the masses but not yet or not sufficiently taken care of by the state or 
collectives. In the beginning the scope may be determined in a somewhat 
narrow way, but may be gradually extended as needs warrant. 


C. Tax Management 


Taxation is the most effective economic lever by which the state can control 
and manage the foreign economic activities of individual operators. The 
following should be the principles for drawing up legal norms ror the taxation 
of individuals engaged in foreign economic activities: 


1. In principle, state interests must have priority, while consideration shall 
be given to the lawful rights and interests of the individual businessmen. 
This means imposing fairly high rates of taxation on the operations of 
individuals engaged in foreign economic activities, such taxes to include 
enterprise income tax, industrial and commercial tax, land tax, trade tax and 
individual income tax, all to be assesed according to the person's specific 
income. However, appropriate consideration must also be given to the business 
profits of the individual businessman. 


2. The principle of encouragement by preferential treatment: Certain 
preferential treatment in taxation should be granted to individual operators 
who are able to produce commodities that can enter the international markets 
and earn foreign exchange for the state, to encourage establishing and 
developing such activities. 


3. The principle of referral: Taxation of the foreign party working in 
cooperation with an individual businessman could be effected by referring to 
the provisions of the Law Governing Income Tax on Joint Venture Enterprises 
and its enforcement regulations, which are already in effect. Of course, the 
applicable taxes and tax rates must be further worked out in the course of 
actual practice. 


D. Limits and Conditions for Examination and Approval 


For greater efficiency in the utilization of foreign capital, in the 
importation of technologies, for faster economic development, and to comply 











with the intent of the Central Committee to have authority delegated, the 
right of examination and approval of individual operators for foreign economic 
activities should be granted to the pertinent economic and trade bureaus of 
the provinces, directly administered municipalities, and autonomous regions. 
In order to raise work efficiency, we believe the positive conditions for 
examination and approval should be: 


1. Are advanced technologies and items of equipment used, is scientific 
management practiced, are high-quality products manufactured or is superior 
service rendered, and is there conservation of raw materials, other materials 
and of energy sources? 


2. Are most products exported, providing the state with foreign exchange 
revenue? 


3. Will operations alleviate unemployment, and will they provide opportunities 
to train technical personnel and business management personnel? 


4. Will operations utilize conditions at the place of production to create 
brand names of high reputation for products that can enter the international 
markets? 


5. Will production complement domestic production and serve to fill gaps in 
domestic services and technology? 


However, the agency in charge of examination and approval may deny approval if 
operations would infringe upon Chinese sovereignty, violate Chinese law, 
disagree with the demands of developments in the Chinese national economy, 
create environmental pollution, and if the agreements and contracts contain 
obvious inequities, impairing the interests of the Chinese or foreign party. 
In brief, the state agency in charge of examination and approval can exercise 
jurisdiction by comprehensive guidance and supervision of production and 
business activities. 


With the present rapid development of productive forces and of science and 
technology, and the close links in international economies and technologies, 
modernization cannot possibly be achieved by closing the country to 
international intercourse. The resolution of the Central Committee points 
out: "China's individual economy, which is now linked with the socialist 
public ownership system, is different from the individual economy that is 
linked with the capitalist private ownership system. China's individual 
economy plays an indispensable role in developing social production, improving 
the livelihood of the people, and expanding employment of manpower. It is a 
necessary and beneficial complement to socialist economy and an adjunct to 
socialist economy. Our attention must be presently directed toward removing 
all obstactles to development of urban and rural collective economy and 
individual econom},;, we must create favorable conditions for their development 
and provide legal protection." From the legislative angle, the formulation of 
legislation that would encourage China's individual businessmen to engage in 
foreign economic activities would certainly assist in accelerating China's 
modernization. 
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FOREIGN TRADE AND INVESTMENT 


APPLYING FOREIGN LAWS IN FOREIGN ECONOMIC CONTRACT DISPUTES 
Shanghai FAXUE [JURISPRUDENCE] in Chinese Oct 85, pp 34-35 


[Article by Zheng Wei [6774 0251] and Lin Yanping [2651 3601 5493]: 
"Questions of Applying Foreign Laws in Disputes Arising from Foreign Economic 
Contracts" ] 


[Text] The general provisions of the Foreign Economic Contract Law of the PRC 
reflect China's standpoint and principle in the matter of applying foreign 
laws in cases of commercial contracts involving foreigners. The essence of 
these rules is as follows. 


First, confirmation of the principle that foreign laws can possibly be 
applied. Article 5, paragraph 1, of China's Foreign Economic Contract Law 
prescribes: "The parties to the contract may choose the law which shall be 
applicabie in handling contract disputes. If the parties make no such choice, 
the law of the country having the closest relation to the contract shall 
apply." The possibility of different laws of two or more different countries 
or territories being involved in foreign economic contracts can easily lead to 
conflicts of law. It is therefore important to determine the decisive law for 
the contract in question. In private international law, the ability of 
parties to select the applicable law is called the "principle of the autonomy 
of the parties." Chinese law concerning foreign economic contracts apply this 
principle; the principle affords protection for the legitimate interests of 
the parties and at the same time promotes international economic intercourse, 
thus meeting the objective needs of China's economic intercourse with other 
countries, because this principle has also been accepted by most other 
countries. Carrying out the "principle of the autonomy of the parties" opens 
the way to the application of foreign laws. If the parties agree to select 
the law of the foreign party to the contract or the laws of any other country 
as applicable to their contract, that provides the possibility that foreign 
laws must be applied. Application of the principle of "closest relation to 
the contract" also provides a possibility that foreign law must be applied. 
For instance, if the elements most closely connected with the contract are all 
concentrated in a certain country, the laws of that country must be applied to 
that contract. 


Moreover, China's Foreign Economic Contract Law prescribes that if the 
provisions of Chinese law conflict with any international treaty concluded by 
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China, and such treaty contains provisions relevant to the contract in 
question, preference must be given to the provisions of the said treaty; 
however, provisions on which the PRC has declared reservations shall be 
excepted. In the absence of relevant provisions under the laws of the PRC, 
international practice shall apply. These provisions clearly express China's 
respect for international practice in its international economic intercourse 
and faithful observance of its international treaties. China will also 
respect any provision that prescribes the application of foreign law in either 
an ,international treaty to which China is a party, or in an international 
prattice recognized by China. 


Second, the principle that the application of foreign law must not be harmful 
to the public interest of Chinese society. Article 4 of the mentioned law 
prescribes that conclusion of a foreign economic contract "must not be harmful 
to the public interest of PRC society." In private international law this is 
called “the principle of safeguarding public order," which means, if the 
application of foreign law in the case of a foreign economic contract would 
violate China's public order, China has the right to deny its application. 
Moreover, Chinese law precludes the application of foreign law and insists on 
the application of Chinese law for contracts of joint ventures with Chinese 
and foreign capital, contract for Chinese-foreign cooperative enterprises and 
contracts for Chinese-foreign cooperative exploration and exploitation of 
natural resources, which are to be performed in the PRC. 


According to the provisions of China's Foreign Economic Contract Law, China's 
law courts may apply foreign laws in handling disputes arising from foreign 
economic contracts. However, there are no explicit provisions in the law as to 
whether foreign law must be applied in all of China's economic contracts 
involving foreigners, whether there are limitations to the free choice of the 
law by the parties and in what way the law courts will verify the foreign law 
they have to apply; these questions require here further exploration: 


First, definitely not all foreign economic relations require the application 
of foreign law. Generally speaking, the “ollowing are foreign economic 
relations that do not call for the application of foreign law: 


(1) Cases where the legal facts do not involve foreign law; for instance, if a 
foreigner buys some daily necessities in a Chinese retail store. 


(2) Cases where the legal facts do involve foreign law, but where the validity 
of that foreign law is not recognized by Chinese law. The contracts specified 
in Article 5, paragraph 2, of China's Foreign Economic Contract Law fall into 
this category. 


Second, on the limitations to the freedom of the parties to choose the 
applicable law. All legal scholars presently agree that there are limitations 
to the freedom of the parties to choose their applicable law. For instance, 
the countries of the continental legal system prescribe: the parties to a 
contract may not select a law that has no connection at all to the contract in 
question. Some countries, therefore, try to impose in the points of spatial 
linkages stricter limitations on the sphere of laws available to the parties 
as alternatives, for instance by limiting the choice of the parties to certain 
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specific laws: the law of the place where the contract w2s concluded, the law 
of the place where the contract is to be fulfilled, etc. An even larger 
number of countries impose limitations depending upon the nature of the law, 
namely that the law chosen by the parties must only be norms of voluntary 
nature, all laws of compulsory nature could not be excluded by the “autonomous 
will" of the parties, otherwise it would be regarded as an evasion of the laws 
of the said country and the choice of the parties completely invalid. 


Third, the interpretation of the term "law of the country with the closest 
relations to the contract," which is to apply in cases where no law had been 
designated by the parties. This writer believes that the determination of the 
applicable law must give comprehensive consideration to the place where the 
contract was signed, the place of fulfillment of the contract, the places of 
business of the parties and the objective pursued by the parties when signing 
the contract. It must not be decided merely based on the outward appearance 
of the contract. For instance, the language of the contract text must not be 
taken as "closest relation" and selection of the law of that country 
accordingly made; that would be unreasonable. For instance, the case of the 
"A-shen-ci-ao-na" [phonetic; Acuncion?] concerned a contract for the shipment 
of wheat from Dunkerque to Venice on an Italian ship. The parties did not 
designate any applicable law in their contract; the ship was chartered by a 
French company; the cargo was transacted in a French-Italian agreement and 
payment was to be made in Paris in Italian currency. The case concerned 
English, French and Italian laws. When a dispute arose in connection with the 
fulfillment of the contract and was brought to a court of law, the judges 
unanimously agreed that the relevant laws of Italy are the applicable laws for 
the contract because both parties had to fulfill their obligations from the 
contract in Italy. This was the key factor for the determination of the 
applicable law for this contract. The example of this case provides us with 
good material for the interpretation of the term "closest relation." 


Fourth, the question of verifying the substance of the foreign law. When a 
dispute arising from a foreign economic contract has to be heard by a Chinese 
court of law, and it is determined that a foreign law applies to the case, how 
can the court establish the substance of the foreign law? In the practice of 
private international law, there are in general the following methods: (1) 
The parties themselves provide the verification; (2) the parties are in 
principle responsible to provide the evidence, but the judges may themselves 
also directly determine it; (3) relevant investigations are a responsibility 
of the judges; (4) investigation is in principle a responsibility of the 
judges, but the parties must also assist. On this question, this writer 
believes that from the standpoint of China's realities it would be most 
appropriate for China to adopt alternative (4), because it is the function of 
the court to determine how law is to be applied, so that investigation of 
foreign law should also be undertaken by the court. Of course, the _ two 
parties must have a certain understanding of the law which they chose as 
applicable to their contract, and it should be possib’e for them to furnish 
evidence in this respect. This would be very helpful to the court in 
ascertaining the substance of foreign law. If is it in no way possible to 
ascertain the substance of the foreign law, the court may, in consideration of 
the specific circumstances of the case, apply Chinese law. This would 
contribute to quick resolution of the dispute. 
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FOREIGN TRADE AND INVESTMENT 


NINGBO PUTS HARBOR DEVELOPMENT HIGH ON AGENDA 
Beijing RENMIN RIBAO OVERSEAS EDITION in Chinese 26 Dec 85 p 3 


[Article: "Lu Xuzhang Proposes Development of Ningbo Harbor To Promote 
Industries, Trade and Tourism"| 


[Text] According to an "Economic Reference" report, Lu Xuchang [4151 4872 4545], 
adviser of the Ministry of Foreign Economic Relations and Trade and former 
director of the China Travel and Tourism Bureau, has recently come forward 

with the strategic plan of using the Ningbo harbor to promote industries, 

trade, and tourism for the ecmomic development of the city and of establishing 
Ningbo as a port for the East China region and an economic and trade center 

of Zhejiang Province. 


The proposal was made by Lu Xuzhang to construct without delay several pontoons 
for the berthing of 50,000-ton to 300,000-ton freighters inside the Beilun 
harbor and to develop cargo-transfer operations to facilitate the shipment of 
cargoes across the ocean. He also proposed the establishment of a lighter 
transportation company for the leasing or purchasing of a number of ocean- 
going and river boats which can travel directly from Beilun harbor to unload 
their cargoes at Wuhan, Jiujiang, and Chongqing and carry export commodities 
from those ports back to Beilun harbor where they can be assembled for 
shipment to Europe and North and Latin America so that Beilun can truly 
perform its function as a deepwater harbor. To facilitate the drawing up of 
an overall plan and a layout for Beilun harbor, the water areas in the harbor 
and around Zhoushan Qundao should be treated as one harbor area. 


Lu Xuzhang pointed out that in order to build up a harbor-type industrial 

system, such industries as steel, iron, electricity and shipbuilding should be 
developed in the Beilun harbor area, that petrochemicals and textiles should 

be developed in the Zhenhai area and that such existing enterprises as 

machinery, electronics, textiles, food and the light industries in the old 

city area should be further renovated. Of special importance is the construction 
of the Beilun Steel Plant capable of producing 3 million tons of steel 

annually, as it would reduce the import of steel and ensure a steady supply of 
the product. 


Lu Xuzhang expressed the opinion that Ningbo has abundant tourist resources 
and that the development of the harbor and the means of communication would 
help to promote the tourist industry. He suggested that Putuo Temple, 
Tiantong Temple and Ayushan Temple should be linked un, that Dongqian Lake 
should be gradually developed and that these scenic areas should be linked up 
with such scenic areas as Zhaobaoshan in Zhenhai and Qikou in Fenghua in a 
systematic manner. 
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FOREIGN TRADE AND INVESTMENT 


BRIEFS 


INTERNATIONAL ECONOMIC COOPERATION MEETING--The first annual meeting of the 
Chinese International Economic Cooperation Society, which opened in Wuhan on 

28 October, came to a close today. There were three major topics for 
discussion: economic cooperation in the Asian and Pacific region; the 
development and proper operation of joint enterprises; and the reform of the 
system for the administration of projects of international economic cooperation. 
A congratulatory message was sent to the meeting by Chen Muhua [7115 1970 
5478], honorary president of the society. Forty-nine dissertations were 
presented at the meeting. Representatives came from 15 provinces and cities 
throughout the nation. The participants, most of whom were experts in their 
fields or professors, were most enthusiastic in delving into problems in a 
candid manner and in presenting their valuable opinions both theoretically 

and on the basis of actual facts. In his address to the meeting, Liu Zeqing 
[0491 3419 3237], deputy mayor, expressed the opinion that the meeting would 
greatly promote economic and technical cooperation between the city and foreign 
countries, [Text] [Wuhan CHANGJIANG RIBAO in Chinese 3 Nov 85 p 1] 9621/7687 


INTEREST IN JIANGSU TEXTILES--The USSR and Eastern Europe are traditional 
markets for textile exports from Jiangsu Province. People in those countries 
have shown avid interest in the products of Jiangsu. In October 1984, when 
shirts, children's clothing, and bedsheets made in Jiangsu were put on sale 

at the largest state-operated department store in Moscow, long lines of 
customers stood in the cold before its door was opened. When a small trade 
mission from Jiangsu brought samples of jacquard and printed and ornamental] 
textiles to the USSR in 1984, the trade department was so taken with the 
products that it placed an order for 2 million meters of the textiles on the 
spot. Later, it placed a further order for at least 5 million meters with 

the main textile import and export company in 1986. Corduroy products made in 
Jiangsu are hot-selling items in the East European countries. Because of its 
reliable quality and the richness and softness of its nap, the Hungarian 
Government has shown special interest in corduroy from Jiangsu. Great interest 
has also been shown by Romania in satin and povlin textiles from the province, 
[Text] [Beijing RENMIN RIBAO OVERSEAS EDITION in Chinese 3 Jan 86 p 3] 9621/7687 


EXPORT OF DRESSFES--According to the department concerned, China will have 
produced 1.2 billion pieces of readymade clothes earning over $1.2 billion 

in exports by the end of the year. It is also estimated that China will be 
able to produce over 2 billion pieces of readymade clothes and that the amount 
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of annual per capita consumption will have doubled by 1990. In an interview 
with a reporter of the XINHUA News Service some days ago, Yu Zongyao [0060 1350 
1031], general manager of the China Dressmaking Co, said that there were 
within the light industry system in our nation 8,000 dressmaking enterprises, 
over 1 million staff workers and 600,000 pieces of equipment of various kinds 
and that the production value in 1984 came to 10.5 billion yuan, or twice 

the amoun: of 5 billion yuan in 1978. In addition to serving the domestic 
market, dresses are aiso exported to over 100 countries and regions. 
Commenting on the importation of technologies, Yu Zongyao stated that China 
had imported 120,000 pieces of equipment from abroad, or one-fifth of all the 
equipment imported during .he last 5 years, and that the dressmaking capability 
of the nation had been greatly increased. At the same time, China had also 
invited dress designers from France and Japan to give lectures and to help 
improve the standard of dress designs in China. In August of this year, China 
participated for the firs. time in the International Dressmaking Exposition 

in Paris where our exhibits won high praise and generated great interest 

among international dressmaking circles. Yu Zongyao expressed the view that, 
in the next 5 years, domestic consumers will be spending more and more money 
on clothes and that there will be a demand for clothes that are diversified, 
that reflect the national character, and that are of high or medium quality. 
[Text] [Beijing RENMIN RIBAO OVERSEAS EDITION in Chinese 26 Dec 85 p 1} 
9621/7687 
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SPECIAL ECONOMIC ZONES 


CENTRAL GOVERNMENT STEPS IN TO RESCUE SHENZHEN SEZ 


Hong Kong CHIU SHIH NIEN TAI [THE NINETIES] in Chinese 1 Dec 85 pp 58-59 


[Article by Shi Hua [2457 5478]: “The Central Government Goes South To Rescue 
the Shenzhen SEZ" ] 


[Text] There was a time when Shenzhen was swamped with people and bustling 
with activity. The number of visitors from Hong Kong and the inland areas has 
now been greatly reduced. To save Shenzhen and promote its outward 
development, central government authorities met in Shenzhen and came forward 
with a program to even things up in order to save the SEZ. 


According to various reports, a program had been drawn up at a high-level 
meeting in Shenzhen which ended on November for the outward development of the 
SEZ by moving factories engaged in the export trade mostly based in Beijing as 
well as their technicians, management personnel, major equipment, and the 
varieties and brands of products in demand in the foreign market and export 
clients to Shenzhen, and for taking advantage of the favorable conditions of 
the SEZ to engage in export trade to earn foreign exchange. Thus, it will be 
possible for Shenzhen to develop outward in accordance with the original plan 
of the central government to make it special zone for earning foreign exchange 
from the export of mostly industrial products. 


New Proposal Is Not a “Stopgap" Measure Detrimental to Long-Term Interests 


This proposal may seem to be a “stopgap” measure detrimental to long-term 
interests or even be said to be similar to the method of planting rice stalks 
from other fields in one plot of land to create “a mu of land capable of 
producing 10,000 jin of rice” adopted at the time of the Great Leap Forward 
movement. The reason is that the factories originally in Beijing are already 
engaged in exports to earn foreign exchange so that no increase is made in the 
amount of exports and foreign exchange earnings by moving them to Shenzhen. 
All that it amounts to is to change the venue for the export of products and 
the earning of foreign exchange. 


However, the group in Beijing favoring reforms have their reasons to justify 


their proposal. First, the moving of factories engaged mainly in exports in 
Beijing to Shenzhen would facilitate the assimilation of advanced scientific, 
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technological and management experiences of the capitalist countries, the 
catching on to foreign market reactions, and the improvement of the quality pf 
prcducts to meet foreign market demands, since the conditions and prospects 
for export and the earning of foreign exchange in Shenzhen are better then 
those in Beijing. Second, most of the workers and some of the equipment in 
the original factories can stay in Beijing to engage in production mainly for 
the domestic market so that the factories originally in Beijing and those 
which have moved to Shenzhen have ample opportunity for development through 
introducing from aboard and cooperating with the interior with departments at 
a various levels to improve the quality of products to meet the large demand 
in the domestic market. To give the factories which have moved to Shenzhen 
greater opportunity for the import of advanced technologies and development, 
it was proposed that the foreign exchange earnings retained by the factories 
should be increased from the original 10 percent to 70 percent after their 
removal to the SEZ. 


A “meeting for the development of export-oriented industries in the Shenzhen 
SEZ" was reported by the XINHUA News Agency on 11 November. Participating in 
the meeting were representatives of 18 departments and units of the Ministry 
of Machine-Building Industry, the Ministry of Ordnance Industry,the Ministry 
of Aeronautics and the Ministry of Astronautics. That it was a high-level 
meeting was attested to by the fact that addresses were delivered by Zhou 
Jiamnan [0719 1696 0589], advisor of the financial and economic leadership 
group of the central government and He Chunlin [0149 2797 7207], chief of the 
Special Zone Office of the State Council. 


The same report pointed out that “the proper administration of the SEZ is not 
merely the responsibility of a province and especially not that of the 
locality where the SEZ is located but that the SEZ should be placed under the 
jurisdiction of the state calling for the attention and support of all the 
trades and businesses of the nation and their efforts to improve its 
administration.” That goes to show that the Shenzhen SEZ, instead of being a 
matter of “concern” to Guangdong Province alone, has been placed under the 
jurisdication of the central government. The specific proposal mentioned 
above must be given expression to by the “concern” and “support” of the entire 
nation and the various provinces. Another implication of what was said in the 
report in connection with the proposal mentioned above is the need to prevail 
upon the factories mainly engaged in export production in Beijing (and other 
localities throughout the nation) to forego their departmental selfishness and 
resentment against Shenzhen for taking away their best and to regard the SEZ 
as “an SEZ of the entire nation” from the point of view of the entire 
situation. 


That is the ingenious plan devised by the authorities in Beijing who are 
reluctant to abandon the Shenzhen SEZ and to see its rapid decline following 
“the loss of its special measure put forward by the 18 departments of the 
central government and working groups following several months of 
investigation and study in Shenzhen and after they had, so to speak, 
“dissected the sparrow” in shaping the latest economic trend in the SEZ. 
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The New Proposal Is Meant To Avert the Decline of the SEZ 


Anybody who has recently visited Shenzhen on a working day can find that the 
situation in Shenzhen has undergone a vast change. A year ago, Shenzhen was 
swamped with people and bustling with activities. The taxis and minbuses in 
front of the railway station were doing nonstop business and the city 
presented a scene of prosperity. Today, except on holidays when tourists from 
Hong Kong continue to visit the vacation village, long lines of taxis waiting 
for passengers may be seen lining up all the way to “Chuanlong Bridge” (about 
halfway between the railway station and the center of Shenzhen). Now, the 
city seems deserted with few visitors from Hong Kong and the inland areas. 
Business done by the restaurants, eating places, departement stores and the 
service trades has shown a sharp decline. 


First, Shenzhen was in the past a paradise where people from the inland areas 
came to purchase imported goods (Hainan Island merely emulated what was being 
done in Shenzhen and even surpassed it for a short period of time) and a 
special region for organizing export commodities from the various provinces 
and for retaining a large amount of foreign exchange earnings. Now, the 
system is issuing import and export permits has been adopted by the foreign 
trade departments of the central government and approval has to be given 
before taxes (such as the industrial and commercial adjusted taxes for 
imports), the ban put on speculative trading in foreign exchange and the 
wtidrawal of privileges granted Shenzhen by the special policy have led to a 
Siump in both buying and selling. 


Second, Shenzhen used to have a considerable degree of autonomy in import and 
export operations. Even for a special commodities the import of which was 
under the control of the central government (such as autcmobiles), special 
consideration was given to Shenzhen and approval was granted with relative 
ease. The trade units in Shenzhen used to sell their import commodities to 
the inland areas at higher prices. That was what accounted for the affluence 
of Shenzhen during the past few years. Now that the central government has 
imposed strict control over the use of foreign exchange ani the granting of 
approval and reduced the autonomous powers of Shenzhen in import and export 
operations, business has naturally taken in big plunge. 


Third, with the surfacing of various abuses following the mad rush to bring in 
imports, the central discipline inspection commission has sent representatives 
to Shenzhen to ferret out economic crimes, to check up on accounts and to take 
action against tax evasions and delinquencies. Qu Hua (2575 5478], spokesman 
of the Shenzhen City government, said, “During the all-out financial and 
economic inspection of the state and collective enterprises now underway, 
preliminary estimates of tax evasion and delinquencies of the enterprises 
alone have exceeded 80 million RMB, while tax delinquences of individual 
enterprises have amount to 30 million RMB.” Furthermore, the Guangdong 
Provincial Industrial and Commercial Administration Bureau has established an 
office to check up on registrations and the various companies are required to 
renew their registrations. Those companies whose registrations have been 
approved are required to have the stipulated amount of funds, the number of 
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personnel, an adequate site, and the stipulated number of clients. The 
minimum amount of funds has been set at 5 million RMB. 


Following the reduction of autonomous powers, there are not only six companies 
in Shenzhen empowered to engage in both imports and exports. The rest are 
allowed to engage in either import or export operations. There are also 
companies which have been deprived of their autonomous powers in both imports 
and exports. For example, the Shenzhen Realy Co; which used to be much in 
the limelight, has now been given autonomous powers to import only 
construction materials for its own use and not to be sold to other units. 


Wit! the reduction of autonomous powers, the checking up of operations and the 
tighteniag of control, many companies have lost their business. The 10 
companies set up in Shenzhen sometime ago by the children and relatives of 
high-level cadres of the central government have either been closed, required 
to account for their involvement in economic crimes, or compelled to find some 
way to operate in Hong Kong. 


The reduction of credit loans throughout the natiou has also put a crimp on 
Shenzhen so that capital construction projects are in a state of decline. 

That being the case, the various localities have no money to make purchases in 
Shenzhen and the SEZ itself has been forced to abandon many construction 
projects. 


Fifth, the large-scale antipornography campaign in Shenzhen has put an end to 
the liberal ideolugy, the cultural activities and the dynamic atmosphere 
typical of Hong Kong. In the past, several units, whether or not they 
belonged to the cultural system, used to vie with each other in making profits 
by showing videotapes. Now, all the cultural units are required to apply for 
permits and to reregister before they can do so, while units not belonging to 
the cultural system are forbidden to engage in such operations. All 
pornographic videotapes and publications in the possession of private 
individuals are required to be turned over to the authorities within a fixed 
period. Individuals failing to make an honest report to the authorities after 
having watched videotapes but wh: have been reported by other people are 
subject to being sentenced to “15 days of administrative detention.” 


Finally, aside from the loss of its acrobatic skills by Shenzhen and the 
depression which has set in, the opening up of a number of outlets in other 
provinces and cities has mace it possible for businessmen from Hong Kong to 
bypass Shenzhen and to proceed directly to various areas to engage in buying 
and selling. Thus, the economic functions perfcrzed by Shenzhen in the 
implementation of the open door policy have been further reduced. 


New Proposal and the Movement of Northerners to the South 


If the central government continues the policy for the SEZ of reducing its 
autonomy and the transfusion of blood (that is, reducing state investment in 
capital construction and the amount of loans), restricting the sale of 
products processed in Shenzhen to the inland areas, enforcing the system of 
issuing imports and export permits, forbidding the resale of supplies imported 
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autonomously by Shenzhen to the inland areas, and strenghtening the inspection 
and control over the enterprises and companies in Shenzhen, then Shenzhen will 
be deprived of its special privileges and the decline of the SEZ wili become 
inevitable. 


The parties favoring reform, however, are not likely to allow Shenzhen to go 
downhill. Deng Xiaoping, who first proposed the setting up of the Shenzhen 
SEZ, had, after all, given his word that “unless a good job is done in the 
SEZ, I will not close my eyes when I die.” What is more, a great deal of 
propaganda work had been done about making Shenzhen a prototype and a miracle 
created by China in the 1980's and many international figures of note had made 
visits to the SEZ. If Shenzhen should be allowed to slide into a moribund 
state, not only would the parties favoring reform suffer a loss of prestige 
domestically, but the image created by the open door policy would also be 
dealt a severe blow. 


It is under such circumstances that the parties favoring reform have made the 
proper administration of the SEZ “a task for the entire nation.” 


How should we go about doing a creditable job in the Shenzhen SEZ? The only 
way to make blvod transfusions by the state unnecessary and prevent the SEZ 
from depending on the inland areas for the major part of its profits is to 
make Shenzhen an SEZ for the export of industrial products, the earning of 
foreign exchange, and the import of advanced technologies and administrative 
methods in accordance with the original idea of those in leadership positions 
in China. 


Huwever, in view of the adoption of protectionist policies by one Western 
nation after another, with the weakness cf Shenzhen's technical capabilities 
and natural resources and the low quality of its labor, it is almost 
impossible to turn Shenzhen into an SEZ for engaging in exports, the earning 
of foreign exchange, and the import of advanced technologies in the 
foreseeable future. 


It was in 1983 that Shenzhen set up a company in Hong Kong for importing 
second-hand industrial equipment for the purpose of turning it is not an 
industrial city. The result, however, fell short of expectations. On top of 
that, the open door policy has gradually been adopted by coastal cities in 
recent years and Shenzhen is no match for Shanghai and Tianjin insofar as its 
capability for absorbing and ass’.milating advanced technolgies, the quality of 
its labor, and abundance of natural resources are concerned. Under such 
intensive competition, there is no way for Shenzhen to meet the original 
expectations of those in leadership positions in China if it were to be 
developed in a normal manner. 


It was for this reason that the proposal was made at the meeting of the 18 
departments of the central government held in Shenzhen to move some 
enterprises and factories to the SEZ. 


It is believed that it will take a considerable period of time to put th’: 
proposal into practice. The proposal itself, nevertheless, reflects the 


105 








personnel changes which have taken place in the SEZ. The circle in power in 
Guangdong Province as represented by Liang Xiang [2733 3276] has gradually 
been replace by the circle in power in the central government as represented 
by Li Hao [2621 3493], former deputy secretary general of the State Council. 


Qu Hua, spokesman of the Shenzhen City Government, said on 14 November, 
"Several economic experts of the State Council have now arrived in Shenzhen. 
Following a period of investigation and study, proposals will be made for the 
industrial development of the Shenzhen SEZ with special emphasis on the 
development of export-oriented industries. Gu Mu [6253 3668], member of the 
State Council, will also arrive at the end of the year to inspect the work 
being done in Shenzhen. 


What was said by Qu Hua has left no doubt that Shenzhen is no longer under the 
sole jurisdiction of Guangdong Province but that the central government has 
stepped in and taken over the development of Shenzhen in the direction set by 
the central government by moving a large number of factories and enterprises 
to the SEZ. 


9621/13068 
CSO: 4006/607 
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LABOR AND WAGES 


CHINA'S CADRES RECEIVE NEW PAY FOLLOWING WAGE REFORM 
Hong Kong MING PAO in Chinese 18 Jan 86 p 5 


[Special dispatch from Beijing by Chao Lin [2600 2651]: "Cadres Receive New 
Pay Following Two-Step Wage Reform; Next Step Will Be Another Pay Increase 
According to Job Description" ] 


[Text] Since the call was uttered during the second half of 1985, China's 
wage reform has finally gone from the state of discussion into that of 
concrete action. More than 10 million cadres and workers and staff members 
of government organizations and enterprises throughout the country are 
beginning to receive new pay brought about by the first step of the reform. 


It is learned that government organizations and enterprises throughout the 
country will carry out the second step of the reform in 1986 which will 
enable specialized personnel to receive a wage that is corresponding to their 
job based on the technical duties each of them has to perform after the 
system of hiring through appointment with special job titles was universally 
implemented. The so-called system of hiring through appointment means 
hiring selectively the best qualified personnel needed within the authorized 
table of organization, however, the persons who are so hired do not enjoy 
lifelong tenure. This practice will thoroughly smash the egalitarian 
situation of “eating from the same big pot" and “marching in same steps" 
that has existed in distribution for a long time. 


Under the current reform, the government organizations and enterprises have 
implemented a structural wage system which is based mainly on wages paid 
according to job duties whereas industrial and mining enterprises use the 
method of adding bonuses to basic wages in close relation to economic 
results. 


Because of state financial difficulties, the wage reform of government 
organizations and enterprises is to be divided into two steps. The first 
step is to initially put the new wage on the right course; the second step 
is to find a complete solution to the issue of discrepancies between labor 
and renumeration. As a result of the implementation of the first step of 
the reform, cadres and workers and staff members of government organizations 
and enterprises are receiving increased wages varying in degrees, especially 
teachers and faculty members of primary and middle schools whose wages have 
increased considerably. 
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However, the existing wage standards are not at all reasonable and caused 
numerous problems when the first step of the reform was taken. This is 
particularly true for middle-aged intellectuals whose wages are low to begin 
with. At the time the first step of the reform was implemented, an excessivelv 
wide gap in wages among people of the same age existed. This was due to their 
low basic wages and also for various reasons some people had missed the 
opportunity to have their job classification readjusted in the past. It 

is reported that even after the first step of the reform, the wages of 

80,000 middle-aged intellectuals who graduated from universities before 1966 
are still found to be extremely low. 


It is learned that while taken the second step of the reform in 1986, the 
state will allocate special funds to solve the issue of low wages facing the 
middle-aged intellectuals working in higher education, scientific research, 
and medical and health units. It is expected that special funds will be 
allocated as usual during the Seventh 5-Year Plan period to significantly 
improve this situation. 


12662/12828 
CSO: 4006/676 
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LABOR AND WAGES 


SOLUTION TO PROBLEM OF WORKER OUTFLOW 
Beijing GONGREN RIBAO in Chinese 8 Nov 85 p 3 


/Article by Su Guomin /5685 0948 2404/: "Properly Solve the Problem 
of Worker Outflow"/ 


/Text/ As the restructuring of the urban economic system progresses in 
depth, 4 problem--the outflow of workers and staff members--has cropped 

up in numerous enterprises that merits our attention and requires us to 
look into it. In preventing workers and staff members from going from 
place to place freely, some enterprises have indiscriminately set forth 
rules and regulations, or refused to issue any certifications or grant 
transfers; or asked workers and staff members on normal transfer or units 
accepting them for money in an amount as little as several hundred yuan 
and as much as 10,000 yuan. This writer is of the opinion that conditions 
triggering the outflow of workers and staff members are many and varied 
and there are advantages and disadvantages to its consequences. We should 
make a specific analysis of the situation in actual work and energetically 
support the rational flow of workers and staff members by giving it the 
"green light." In the meantime, we should also give more guidance in 
controlling the irrational flow and make every effort to turn negative 
factors into positive ones. We must avoid by all means giving the 

"red light" indiscriminately. To properly solve the problem of outflow 

of workers and staff members at present, besides readjusting the pertinent 
policies, another important step is to strengthen ideological and political 
work. 


1. We must make the necessary policy readjustment. For labor-intensive 
enterprises with high economic results (such as tie textile industry) and 
professions and trades under tough working conditions (such as road 
maintenance crews), wages, bonuses, and labor protection and welfare 
privileges should be adequately raised to be basically commensurate with 
their labor remuneration. 


2. We should put forth practical and feasible methods and measures to 
counter the lack of cohesiveness and centripetal force in enterprises, 
perfect a wide range of rules and regulations and strive to invigorate 
enterprises and raise economic results. Workers and staff members who 
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sense the tremendous vitality of their own enterprise would have pride 
in their worth and have a sense of honor and pride to be a part of the 
enterprise. Enterprises in the meantime should adopt all kinds of 
measures to discover qualified personnel and put them in important 
positions so as to give full play to the enthusiasm for production and 
the sense of revolutionary responsibility of workers and staff members. 
Only when workers and staff members truly sense their role as masters 
in the enterprise can they put their spirit as masters into full play 
in production. The outflow phenomenon will not occur when workers and 
staff members tie their destiny closely to that of the enterprise. 


3. We should strengthen education on ideals and discipline. According 

to statistics, young workers and staff members account for most of the 
outflow. Aside from those on rational flow, some of these out flowing 
young workers want to experience "self"' struggle, others aspire to reach 
beyond their grasp, and some do not want to be restrained by factory 
discipline. Enterprises must intensify education on ideals and discipline 
in the light of realities and guide young workers and staff members to 
link realistic lofty communist ideals with their own realistic personal 
aspirations and link the goal of invigorating enterprises with their love 
of their own work. Young workers 42d staff members must be made to truly 
understand that lofty communist goals are not something visionary but 
something that can be achieved by working earnestly and in a down-to-earth 
way. Life can be meaningful only when lofty communist ideals has fostered 
and only when we have a target and go for it. 


4, We should carry out ideological and political work realistically, solve 
specific problems for workers and staff members in a practical manner and 
be bosom friends of workers and staff members. Men have feelings. 
Ideological and po*itical work deals with human beings, without "feelings" 
the work cannot touch people's hearts. Therefore we must first inspire 
them with feeling before we enlighten them with reasoning. Some workers 
and staff members have to move away to other places because of actual 
hardships, such as working too far away from home, or having housing 
problems, or poor health precluding them from work, or their sons and 
daughters having trouble getting into nurseries or schools, or the ratio 
imbalance between male and female workers in enterprises making it 
impossible for adult workers to find a partner in marriage.... Enterprises 
must think about the workers and staff members considerately and do what 
they can to create conditions to help workers and staff members remove 
worries and solve problems. Workers and staff members should be given 
clear explanations as to why some problems cannot be solved definitely 
overnight in order to make them understand the cardinal principles of 

doing the right thing. 


What should be pointed out is that some people have complained that 
ideological 4nd political workers in enterprises are emptyhanded, having 
neither power nor getting benefits, they are incapable of action and 
cannot help workers and staff members in difficulties except to show 
understanding and sympathy. While such remarks seem to contain some 
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truth at first hearing, they are untenable upon careful analysis. First, 

we should never rely on the propaganda departments to do idealogical and 
political work, everyone should do it, especially factory managers. Second, 
a man who is emptyhanded, having neither power nor getting benefits, can 
carry out ideological and political work just as well. So long as a 

person can set an example by being the first among workers and staff 
members to bear hardships and the last among them to enjoy comforts, and 
daringly to resist unhealthy tendencies, he can do ideological and political 
work most effectively. 


12662/12276 
CSO: 4006/548 
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LABOR AND WAGES 


JIANGSU REPORTS HIGH EMPLOYMENT RATE IN PAST 5 YEARS 
Nanjing XINHUA RIBAO in Chinese 30 Dec 85 p l 


[Article by Cai Mingde [5591 2494 1795]: "Jiangsu Province Gives Jobs to 
830,000 People During the Sixth 5-Year Plan Period by Opening Up All 
Avenues with the Party and the Government Working in Concerted Efforts 
Together with Other Quarters" ] 


[Text] Jiangsu Province has placed 837,000 people in cities and towns 
waiting for employment during the Sixth 5-Year Plan period. In Changzhou, 
Nantong, Wuxi, and Suzhou cities and some counties, most of the middle 
school graduates were able to get jobs in the same year and arrangements 
had been basically completed for people waiting for jobs in cities and 
towns throughout the province whose number had grown over the years. This 
was the result of the concerted efforts made by the CPC committees and the 
governments at all levels together with other quarters in opening up all 
avenues to employment. 


Various localities increased employment opportunities by developing production 
and construction. Numerous state-owned and collective enterprises had 
expanded the variety of products and increased the quantity of marketable 
products as well as new services in order to satisfy the needs in society. 
They recruited 607,800 workers in 5 years hiring 71 percent of the total 
number of people waiting for jobs in cities and towns throughout the province 
and brought up labor productivity significantly. 


Various localities have also opened up employment opportunities by energetically 
developing tertiary industry. Starting from solving hardships encountered by 
people who were having trouble getting clothing made, getting a haircut, 

finding a place to eat a snack, repair old items, and a place to stay on a 

trip, they set up commercial establishments, catering trade, and other 

service trades. According to incomplete statistics, the number of various 

types of networks and outlets showed a more than 6 fold increase and tae 

number of people employed an 18-fold increase over 1980. 


The labor service companies set up in recent years have also opened up a 

vast arean for labor employment. At present, Jiangsu has more than 1,500 
labor service companies of various types providing jobs for more than 97,000 
people. They have provided excellent services to society in addition to 
delivering more than 100 million yuan in tax for profit to the state each year. 
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With more people employed, the family income of the people in the province also 
improved correspondingly together with their living standard to some extent. 

At present, the employment rate in Jiangsu's cities and towns has reached 99 
percent. According to a sampling investigation among families of city and 

town residents, the number of people to be supported by each laborer (includ‘-re 


the laborer himself) has dropped from 1.82 persons in 1980 to 1.67 persons 
this year. 


12662/12828 
CSO: 4006/676 
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LABOR AND WAGES 


NEW EMPLOYMENT SITUATION IN BEIJING 
Beijing JINGJI RIBAO in Chinese 10 Dec 85 p 2 


/Article by Zhong yi /0112 5030/: "Further Changes in Beijing's Labor 
Force"'/ 


/Text/ During the Sixth 5-Year Plan period, various industries in Beijing 
Municipality have developed rapidly and proportionately in the course of 
readjustment, thereby bringing about further changes in the situation of 
employment. From 1981 to 1985, an average of 130,000 people were hired 
annually, about 650,000 people were hired in 5 years. The urban unemployment 
rate in Beijing at present has dropped below 1 percent thus basically 
solving the problem of employment difficulties. With the increase in the 
number of people employed, the demand of the people waiting for employment 
to choose an ideal job has become increasingly evident, thus, some of the 
poorly paid service trades are having "difficulties in recruiting workers." 
This is a new problem in employment. 


By 1985, 5.6 million people were employed in Beij:)ng as a whole, creating 
45.5 billion yuan in output value. Judging from the labor effect in terms 
of total output value, the average annual growth rate during the Sixth 
5-Year Plan period came to 10.5 percent, surpassing the average annual 
growth of 2.9 percent of the work force in general, an indication of the 
rise in labor productivity in society. 


For 5 vears, in keeping with the spirit of the four-point directive of the 
Secretariat of the CPC Central Committee on the construction of the national 
capital, Beijing Municipality has steadily readjusted the production setup 
in reforming the urban economic system, shifted the rural labor force 
toward the rural township industries on a large scale, made significant 
readjustment of urban light and heavy industries by vigorously developing 
the tertiary industry in particular, and developed the collective economy 
and individual economy to serve the cities. As a result, changes have 
taken place in the employment mix. The number of people employed in 
various trades between 1980 and 1985 are as follows: the number of people 
employed in primary industry dropped from 27.1 to 19.6 percent; secondary 
industry rose, up from 42.2 to 44.5 percent; tertiary industry, a jump from 
30.7 to 35.9 percent. The output value of Beijing's tertiary industry 

now accounts for one-third of the GNP. Business outlets of commerce 
service trades, and catering trade have developed rapidly in recent years, 














and hardships in several areas experienced by the people in daily life 

have begun to ease off somewhat. Beijing's tourist business is earning 
$280 million in foreign exchange annually, which is equal to one-half 

of the amount of foreign exchange earned by Beijing in exporting foreign 
trade commodities. The tourist business has become a trade to be developed 
in high priority from now on. 


As a result of the daily decrease in the number of people waiting for 
employment and the growing number of hiring units, Beijing Municipality 

has started a labor reserve system to give the young labor force pre- 
employment labor training. More than 3,000 pre-employment training class 
sessions of various categories were sponsored during a 3-year period, giving 
vocational training to more than 200,000 youths. Beijing has introduced the 
labor contract system among the more than 100,000 newly employed people 
thereby smashing the “iron rice bowls" that existed in the employment system 
for a long time over several decades. This has also stimulated the 
enthusiasm for labor among those employed and inspired workers to diligently 
study professional skills and general knowledge. This is the outcome of an 
important reform in the hiring system. 


12662/12276 
CSO: 4006/548 
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CHINESE MEDIA ON FOREIGN ECONOMIC AFFAIRS 


TRADE PROTECTIONISM UNDERMINING GENERAL SYSTEM OF PREFERENCES 


Beijing GUOJI MAOYI WENTI [INTERNATIONAL TRADE JOURNAL] in Chinese No 6 
(Nov-Dec) 85 pp 62-65 


{Article by Yuan Yongyou [5913 3057 0645]: "The General System of Preferences, 
While still Useful, Is Being Weakened" ] 


[Text] The general system of preferences [GSP] has traditionally been 
regarded as the hallmark of postwar trade liberalization. Beginning in 1971, 
after a prolonged struggle by developing nations, developed nations 
successively offered preferential access in the form of tariff reduction or 
exemption to the manufactured and semi-manufactured products of the vast 
number of developing countries and regions. In reality, however, in the wake 
of rising protectionism in the West, the basic functions of the GSP are being 
drastically whittled down. As the developed nations beat a retreat on the 
tariff front, the legitimate rights and interests of developing nations have 
come under continuous attack. This article explores the changes taking place 
in the GSP, examining their characteristics and causes. 


I 


The GSP was adopted at the second meeting of the United Nations Conference on 
Trade and Development [UNCTAD] in 1968. Noted for its three basic throngs-- 
the preferences are generalized, non-discriminatory and non-reciprocal--it 
primarily seeks to increase the export earnings of developing nations, promote 
their industrialization and speed up their economic growth. The GSP reflects 
the interests and demands of those nations and has profound significance for 
combating the old international economic order characterized by exploitation 
and predation and for changing the unfavorable position in which developing 
nations find themselves in international trade. Herein lies the reason why 
the enforcement of the GSP inevitably becomes a struggle between the forces 
trying to limit it and those which oppose such an effort. This struggle 
unavoidably manifests itself in the preferential trade policies of developed 
nations and assumes different incarnations under different historical 
conditions. In its more extreme forms, it can be either free trade or 
protectionism. 


Free trade means that developed nations make substantial concessions in import 
tariff matters in the face of the determined struggle by developing nations. 











Tariffs on items covered by the GSP may be further lowered on the basis of 
most-favored-nation rates. Moreover, beneficiary developing nations and 
regions are not required to provide "reciprocal preference" to developed 
nations. In this way, the products of developing nations, rendered more 
competitive by tariff exemption or reduction, can gain ready access to the 
markets of developed nations. Not only does the GSP differ intrinsically from 
special preferential tariff systems in the past which worked more to the 
advantage of benefactor nations, but it is also a significant improvement upon 
the preferential tariff system of the British Commonwealth, which is based on 
reciprocity, the "Yaounde Convention" and the "Arusha Convention." It helps 
the developing nations’ struggle against trade discrimination and trade 
barriers and strengthens their position in international trade. After it went 
into effect, the GSP has indeed played a positive role. Take the European 
Economic Community [EEC], for instance. In the 5 years since the GSP was 
implemented, the average annual growth rate of imports from developing nations 
increased more than 100 percent compared to the average annual rate for the 5 
years before it went into force, and exceeded the growth rates of imports from 
the world in general and from developed nations. By 1976, a total of 19 
developed nations (excluding the Soviet Union and Eastern Europe) had 
instituted the GSP, benefiting 170 developing nations and regions. In tis 
sense, the GSP has enriched the substance of postwar trade liberalization 
policies. 


But developed nations have never granted preferential tariffs unconditionally, 
as demonstrated vividly by the safeguard provisions in their policies. Escape 
clauses or safeguard provisions in the GSP provide that if a product is being 
imported in such quantities as to cause, or threaten, serious injury to 
domestic producers of similar products, the benefactor nation has the power to 
withdraw, in whole or in part, the preferential tariff in question. Thus the 
Way was paved for the modification of preferential policies in subsequent 
years. As they slid into recession since the mid-1970's, and amid a rising 
tide of protectionism, a majority of benefactor nations have scurried to 
toughen various restrictions on the GSP by resorting to the safeguard 
provisions, thereby turning preferential policies into protectionist ones. 
Judging from the way the GSP was observed in recent years, the benefactor 
nations have come to resemble one another more and more in terms of the 
severity of their protectionist measures. There is a number of features 
common to all: 


First, restrictiveness. On the whole, restrictions can be divided into two 
categories, conditional and unconditional. The former explicitly excludes 
some nations and commodities from the GSP. The latter is triggered off when a 
quantitative limit is reached (examples being "reserve quotas," “exceptional 
provisions," "competitive needs standards"). Using their domestic industrial 
crisis as a pretext, most benefactor nations have imposed strict controls on 
GSP commodities. Since 1981, the EEC has been determining the "sensitiveness" 
of imports by their quantities, not their impact on domestic industries, and 
has subject them to a system of strict tariffs and quo“as. The United States 
is in the process of further lowering the dollar vaiue and percentage of 
"competitive requirements standards," abolishing preferential treatment for 
competitive products and introducing a so-called "graduated" policy. Moves 
are also afoot to replace the "graduated" policy for individual items with a 
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blanket "graduated" policy applicable to an entire class of products. 
According to foreign press estimates, at least $1.4 billion worth of goods 
were excluded from the United Statez tariff-free list in 1983. The United 
States is the last country to adopt the GSP and, contrary to other benefactor 
nations, still excludes China from its list of GSP beneficiary nations. 


The second characteristic has to do with targets. In narrowing the scope of 
the GSP in recent years, most benefactor nations hit out at countries and 
regions which have ~egistered relatively rapid economic growth after the war. 
Their actions constitute a heavy blow to the export of manufactured goods by 
those nations. According to data on EEC and U.S. GSP imports, the GSP 
utilization rate of countries like Singapore, Hong Kong, South Korea, 
Yugoslavia, Mexico, Brazil, India, Rumania and Argentina is usually 70 
percent. Hence they are bearing the brunt of the burden of restrictions. 
These countries and regions, whose GSP exports have essentially not increased 
in the past few years, are facing mounting difficulties. Particularly hard 
hit are their apparel, textile, leather and electronic exports. 


Third, preferential policies are complex and changeable. Since benefactor 
nations can draw up and revise their preferential schemes unilaterally, the 
result is a bewildering maze of plans and regulations lacking any unified 
provisions regarding the eligibility of beneficiary nations, the standards 
governing country of origin and processing, the transportation of GSP 
products, proper documentation and the size of quotas, etc. Moreover, the 
schemes are highly changeable as they are often subject to revision even when 
they are being implemented. This unpredictability not only adds extra costs 
to the products concerned but also has a discouraging effect on developing 
nations who frequently find themselves at a loss is to what to do. The mere 
existence of these complex regulations is in itself a restriction on imports. 


Despite indications by developed nations that they would like to continue the 
GSP at the end of its first decade, restrictions in one guise or another are 
effectively plugging the openings which have been made in the tariff wall. 
The exports of developing nations have come under intense protectionist 
pressure. It is thus clear that protectionism has replaced’ trade 
liberalization as the dominant theme of the preferential policies of ceveloped 
nations. 


II 


Why has the GSP drifted toward protectionism? My analysis of the foundation 
of the overall trade policies of developed nations and their changing economic 
developments leads to the following basic reasons: 


First, in an age of imperialism, all foreign trade policies of a capitalist 
nation are essentially ultra-protectionist, subject as they are to the 
constraints imposed by its political, economic and foreign policies. Since 
monopoly capital dictates foreign trade policies, the kind of free trade 
policies characteristic of the age of laissez-faire competition are gone for 
good. Although the tendency toward trade liberalization may appear under some 
conditions, it only indicates a certain relaxation of, but not an essential 
change in, ultra-protectionist policies. The unevenness in capitalist 
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economic developments and competition between internationa) monopoly capital 
determine that protectionism is the point of departure for their foreign trade 
policies. Any preferential policies formulated on that basis can only drift 
toward protectionism in the end. 


Second, the capitalist economic crisis of the 1970's has prompted changes in 
the preferential policies of developed nations. From 1974 to 1975 when the 
world-wide capitalist economic crisis erupted, the economies of developed 
nations were plagued by "stagflation." In particular, the collapse of the 
Bretton Woods system, the end of the era of cheap oil, soaring prices, energy 
shortages, unemployment and a worsening international balance of payments-- 
all this led to frequent monetary wars, trade wars and cutthroat competition 
between developed nations. Under these circumstances, free trade and open 
markets were clearly no longer the major objectives of the foreign trade 
policies of developed nations. What was most urgent then was to climb out of 
the economic doldrums and fight for and protect one's markets. Thus the stage 
was set for a flood of protectionism sweeping across the world. The obverse 
side of this development was the inevitable tightening of their preferential 
trade policies by developed nations, that is, artificially reducing access in 
order to protect their markets to the utmost. These trends were further 
reinforced by the prolonged recession which gripped the entire capitalist 
world in the late 1970's. The GSP, after all, is a product of the times when 
trade liberalization was relatively popular in the years after the war. Under 
the new circumstances, it began to conflic! with the basic premise of the 
developed nations' foreign trade policies--only by imposing stringent 
restrictions cn the GSP can the interests of monopoly capital be realized and 
preserved. It is clear that it is the changes in their internal economic 
development requirements which played the decisive role in creating the shift 
in their preferential trade policies, a shift expedited by the series of 
economic crises of the last decade. Like the tilt toward protectionism in 
overall foreign trade policies, they reflect the readjustments taking place in 
the economic policy and industrial structure of developed nations. 


Third, changes in protectionist tactics have lent an air of legitimacy to 
restrictions on the GSP as well as augmenting their impact. Postwar 
scientific advances, the intensification of the international division of 
labor and the expansion of multinational corporations have accelerated the 
growth of international trade. Particularly important are multilateral tariff 
reductions under the G2neral Agreement on Tariffs and Trade [GATT], which 
could not but have an effect on the tariff policies in North-South trade. 
After the "Kennedy Round" of tariff negotiations, discriminatory, high tariffs 
were rarely imposed and reciprocal most-favored-nation tariff practices have 
become widespread. Following the adoption of the GSP in the 1970's, the "Lome 
Convention" signed by the EEC and 46 developing nations in Africa, the 
Caribbean and the Paciric region marked a further advance for preferential 
tariffs. Because of the diminishing of the traditional functions of tariff 
barriers, protectionism which appeared in the 1970's assumed a new form--non- 
tariff barriers. As tariff barriers were dismantled after the war and non- 
price competition gradually came into its own, the emergence of non-tariff 
barriers satisfied the protectionist needs of developed nations nicely. They 
have a high degree of target specificity and are flexible and versatile. They 
are also a good way to bypass the oversight of relevant international 
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organizations and the restraints imposed by relevant agreements. Uniquely 
effective, they constitute a refinement of protectionism. In the late 1970's, 
there were almost 1,000 non-tariff restrictions of every description. Their 
proliferation and the fact that they are being erected more and more openly 
create a favorable environment for the effort by developed nations to use non- 
tariff tactics to circumscribe the GSP. The “autonomy" which developed 
nations enjoy to draw up and revise GSP schemes on their own only lends 
further legitimacy to those tactics. Through totally non-tariff means, a 
tariff policy whose raison d'etre is preferential access has been hemmed in by 
such requirements as "reserve quotas," “exceptional provisions." and 
"competitive requirements standards." This is the result of combining the 
monopolistic nature of capitalism with the protectionism of foreign trade 
policies. 


The transformation of the preferential trade policies of developed nations is 
directly related to the decline of their capitalist economies. The retreat of 
the GSP is consistent with the tightening of foreign trade policies and 
reflects the ultra-protectionist nature of trade policies in the imperialist 
era. 


III 


At a time when the hallmark of protectionism is non-tariff barriers, 
developing nations will benefit little by relying exclusively on preferential 
tariffs for the following reasons. (1) Any tariff reduction agreement between 
developed nations will directly damage the tariff interests of developing 
nations. An example is the agreement reached at the "Tokyo Round" of tariff 
negotiations which ended in 1979 to further cut tariffs on industrial goods by 
one-third on the average, effectively nullifying some of the preferential 
access enjoyed by developing nations. (2) With the unbalanced growth of their 
economies, developing nations find it difficult to surmount non-tariff 
barriers as most of their industrial goods have little  non-price 
competitiveness. (3) GSP schemes are controlled by developed nations and 
developing nations lack the necessary safeguards to intervene in protectionist 
matters. (4) With their economies growing at a halting pace, the negative 
growth in world trade in recent years and the surging tide of protectionism, 
developed nations inevitably try to pass on their economic crisis to 
developing nations. In addition, according to statistics in the "Trade and 
Development Report 1982" put out by UNCTAD, the average annual export growth 
rates of developed nations were 7.1, 6.3, -4.0 and -2.3 percent in 1978, 1979, 
1980 and 1981 respectively. The slowdown in their own exports fully 
demonstrates that by no means are GSP exports the only thing being affected by 
protectionism. 


How the GSP will fare and change is determined to a large extent by economic 
ups and downs in developed nations and their policies. This is a sign of the 
economic dependency of developing nations and mirrors their unfavorable 
position in North-South trade. It is possible that the GSP may in the end be 
Swept away by protectionism. 
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The struggle between the forces to restrict the GSP and those opposing them 
has a bearing on the future of North-South economic relations. Basically 
speaking, maintaining the GSP alone can neither correct the inequitable nature 
of North-South economic and trade relations nor solve other fundamental 
problems in developing nations, such as the dominance of primary products in 
their export mix, worsening terms of trade, and mounting debts. To thoroughly 
improve North-South economic relations, we must get rid of the old structure 
with its monopoly by developed nations and build a new international economic 
order. But we cannot depend on others' generous gifts or voluntary 
concessions to bring about such an outcome. Instead, we must rely on our own 
Strength to wage an active struggle. As far as the present state of the GSP 
is concerned, however, its usefulness has not totally disappeared. Even as 
they make full use of the GSP, developing nations should employ the powerful 
weapons of unity and cooperation to combat protectionism and trade 
discrimination and steer the GSP in a course beneficial to themselves. 
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TAIWAN 


BRIEFS 


TOYOTA INVESTMENT BID--Taipei, Feb. 20 (CNA)--Economic Minister Li Ta-hai 

said Thursday that his ministry will decide in the next day or two on the 
Toyota Motor Co. application to invest in the nation's automobile industry. 
Toyota, the No 1 passenger car maker in Japan, filed an application with MOEA 
{Ministry of Economic Affairs] late last year to enter a joint venture with 
the Kuojui Motor Corp. of the Republic of China to produce cars here. However, 
the export ratio became a controversial issue, preventing MOEA from making a 
decision on the case quickly. MOEA's Investment Commission held a meeting to 
screen the application and submitted three suggestions to Minister Li for 
final decision. The three suggestions given as alternatives were: first, that 
MOEA approve the application after Toyota promises to meet the requirements of 
the ROC Auto Industry Development Project by exporting a certain portion of 
its production; that MOEA agree to Toyota's plan to export 4,000, 4,500 and 
5,000 cars in the third, fourth and fifth years after its plant becomes oper- 
ational; third, that MOEA approve the application after Toyota revises its 
project, expanding its investment. Li said that he will make his decision 
soon after a prudent consideration of the three suggestions. [Text] [Taipei 
CNA in English 0233 GMT 21 Feb 86 OW] /6662 


RISING INVESTMENT IN FOREIGN TRADE--Taipei, Feb. 20 (CNA)--The number of com- 
panies and manufacturers doing foreign trade is increasing rapidly, showing 
signs of rising investment willingness, the Board of Foreign Trade [BOFT] 

said Thursday. BOFT said that there were over 71,000 firms or manufacturers 
here doing import or export businesses as of the end of last year, an increase 
of nearly 10,000 firms in comparison with the same period in 1984. The num- 
ber increased to over 72,000 in the middle of this month, BOFT said. The 
phenomenon indicated that the private sector is confident in the economic 
recovery here and it will be helpful to expanding the ROC's foreign trade, 
BOFT said. [Text] [Taipei CNA in English 0237 GMT 21 Feb 86 OW] /6662 


CURBS ON FOREIGN BANKS EASED--Taipei, Feb. 18 (CNA)--Following through with 
agreements made at the Sino-American trade talks held in Washington, D.C. 
last year, the Ministry of Finance (MOF) said it will further relax restric- 
tions on foreign banks in Taiwan by extending the scope of their business 
operations to include over-6-months time deposits and short-term bills. The 
MOF will also raise the celing amount of a loan to a single customer from 
7 percent to 10 percent ofthe bank's total loans outstanding; and abolish 
regulations which severly hamper a representative liaison office from gaining 
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branch office status. After a recent MOF decision, foreign banks may now set 
up second branch banks in Kaohsiung with US dollar 2 million in capital invest- 
ment if the first branch has been established more than on year. To date, Bank 
of America, and Citibank, N.A. have expressed interest in opening branches 

in Kaohsiung, while Standard Chartered Bank has already applied to the MOF for 
permission. [Text] [Taipei CNA in English 0308 GMT 18 Feb 86 OW] /6662 


1986 ECONOMIC DEVELOPMENT OPTIMISM--[Words indistinct] development, all in- 
dicators show the Republic of China's economic growth will exceed the target 
level this year. Economics Minister Lee Ta-hai expressed this optimism while 
commenting on current economic development. He said January trade performance 
was exceptional. If that should continue into March or April, the whole 
picture will be clear that Taiwan will have a good year for 1986. According 
to government statistics, Taiwan exported 3.09 million U.S. dollars worth of 
goods in January, representing a 13.3 percent growth compared with that of the 
same period last year. On imports, the general figure was 1.33 billion U.S. 
dollars, or a hike of 5.5 percent from that of the same month in 1985. 
Meanwhile, (Chin Chia-wei), deputy executive secretary of the commodity prices 
supervisory board, said that the sagging of the American dollars and the de- 
creasing oil prices would help boost the nation's economic recovery. [Text ] 
[Taipei International Service in English 0200 GMT 18 Feb 86 OW] /6662 
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